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HALF-CENTURY ago education 
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known; such few tuition facilities as 
existed were limited to unorganized 
night ‘coaching’ in elementary sub- 
jects. Acccuntancy, Costing and 
other spec‘alist studies, were but 
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industry, facilities for obtaining 
qualifying degrees in business sub- 
jects were just being organized. 
The for education— 


formal avenues 


universities—knew 
little and were concerned less for 
these developments. Business and its 
especial future needs were becoming 
so important that the Hemingway 
Robertson Institute, sensing these 
requirements, began its work. By 
experiment and practice this work 
developed so that today there is 
nation-wide acceptance of training for 
Management, Accounting and Mer- 
chanting. 
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the particular needs of the adult 
requiring business education called 
for a specially -adapted educational 
technique. Texts were prepared and 
printed to suit study requirements in 
the home, and to eliminate the 
c'umsy, time wasting and costly use 
of text-books. On this foundation was 
built a very personal and individual 
nation-wide tutorial service, devoted 
to helping students to quickly and 


conveniently prepare for a career in 
business, and obtain appropriate 
professional qualifications. 

Today, by far the majority of senior 
executives in Australasia trained with 
H.R_I. Proof of H.R.I. tuition 
methods is best indicated by the fact 
that year after year H.R.I. studen's 
win more honours at commercial 
examinations than the students of all 
other tutors, universities, and other 
institutions in Australasia combined! 


Under H.R.1l. You Make No Experiment 


Assured Results, 
ltberal Protective Policy, 


8/895 


Tutorial Efficiency, Stability, 
safeguard the interests 
student. Particulars of our Service will be gladly supplied on request. 


Enterprise, and a 
of each H.RJI. 





HEMINGWAY ROBERTSON INSTITUTE 


founded and Owned by 

Consulting Accountants 
8 BANK HOUSE ; 
8 BARRACK HOUSE 


and at alii Capital Citie 


Hemingway & 


BANK PLACE . 
16 BARRACK ST. 


Robertson Pty. Ltd. 

Professional Tutors 

MELBOURNE 
SYDNEY 


Newcastle and Launceston 




















The Australian Accountant 


Published monthly for the Commonwealth Institute of Accountants, 
The Australasian Institute of Cost Accountants, 
and the New Zealand Institute of Cost Accountants (Incorporated) 


Vol. XX, No. 8 


AUGUST, 1950 


Subseription: 
Per annum, 15/- 
Single copies, 2/- 


THE APPLICATION OF MANAGERIAL 
ACCOUNTING TO PUBLIC ACCOUNTING 


by 


A. S. DONNELLY, A.I.C.A. 


In conducting an accountancy practice, 
the practitioner is often tempted to over- 
look the control of his own business be- 
cause of increasing pressure of work in 
keeping his clients’ accountancy records, 
systems, ete. up to date. Commendable as 
this may be as an example of selfless devo- 
tion to the interests of those whom he 
serves, the practising accountant owes a 
duty to himself and his staff to -keep his 
own affairs under strict control. Unless he 
has his own time records and internal ad- 
ministration geared to ensure maximum 
efficiency, he will be unable to earn an in- 
come to which he is entitled by virtue of 
his qualifications, experience, and the re- 
sponsible naturé of his work. On other 
than personal grounds, efficiency is essen- 
tial, for it is often found that there is a 
tendency to make good losses through in- 
efficiency by charging fees which are not 
justified in relation to the services ren- 
dered, or by failing to pay staff a reason- 
able rate of remuneration—two very un- 
desirable alternatives. 

Possibly it would not be an exaggeration 
to state that there is room for improve- 
ment in most practices, though it may not 
be apparent on the surface. As with indus- 
trial concerns, so too with the accountant 
rendering services to the public, increased 
efficiency can and should result in a benefit 
to all concerned—better service at reason- 
able fees for the public, remuneration at 
a fair level for the staff, and an equitable 
return to the principals. Indeed, a pro- 


fession can only exist in the real sense of 
the word when its members constantly 
strive to render the best possible service 
and to place that service within the reach 
of the public—through equitable charges. 

In no other calling is time of greater 
importance than in public accountancy. 
Accountants rightly are entitled to make 
a charge for their time and that of their 
staff at a rate consistent with the recog- 
nised importance of their work. Yet the 
nature of their work is such that there is 
inevitably, in most phases of their activity, 
a mixture of less important and more im- 
portant work. Most jobs include duties 
requiring a level of skill ranging from 
highly qualified and perhaps specialised 
knowledge to partly mechanical tasks 
capable of being performed by relatively 
untrained juniors. Waste of time, or the 
use of time of persons carrying greater 
skill than that warranted for the particu- 
lar task, is a loss, whether it be borne by 
the accountant or client. So, too, is avoid- 
able unproductive work. 

Though often neglected, or at best given 
secant attention as a necessary evil, time 
records are of greater importance than 
orthodox financial records because : 

(1) Time spent on clients’ work is the 
source of subsequent debit to per- 
sonal accounts; the Fees Journal, in 
effect, contains merely a summary 
of the total ‘‘sale’’ of time (ad- 
justed where necessary to fixed fees, 
ete.). 
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(2) It is usually found that the amount 
of money tied up in uncompleted 
work is almost as great or greater 
than the total of work charged to 
clients and reflected in the Sundry 
Debtors Account. Hence, the true 
financial position at any time can 
be ascertained only by adding to 
the latter figure the amount of time 
uncharged as shown in the time 
records, with due allowance for 
honorary work, reduced fees, ete. 
Unecharged work, as per time rec- 
ords, provides a basis for calculat- 
ing the amount of cover required 
under those insurance policies 
which provide for the costs of re- 
writing records, etc., after a fire. 
The result of the practice for any 
period must be calculated by refer- 
ence to time uncharged at the be- 
ginning and close of the periods. 
This is necessary because the partly 
accidental date on which the "memo 
of fees is sent to a client may cause 
material differences between the 
total uncharged at successive bal- 
ance dates, which would otherwise 
distort results and violate the ac- 
counting standard of matching 
periodic costs and income. 

Time records enable financial ‘state- 
ments to be prepared at, say, 
monthly intervals without the great 
effort usually associated therewith. 
Accurate time records, not mere 
memoranda, are required if fees are 
to be based on an objectively de- 
pendable basis. 


The Essence of the System 

Their use as a basis for charging fees to 
clients requires that time records be given 
at least as much attention as Sundry 
Debtor records. Indeed, it is most import- 
ant to have time records balanced daily, 
though a monthly balance is usually suffi- 
cient in the latter records. The first essen- 
tial, then, is to devise a method of daily 
balancing with the minimum of effort. 

This can best be done by balancing the 
comparatively few cards on which time 
has been debited or cleared (by way of fee 
being charged) with the net movement on 
the total or control time account for the 
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day. For example, if, out of, say, 500 
clients, work is done for twenty clients 
and time is credited (on the charge being 
made through the Fees Journal) on a fur- 
ther five, then it is necessary to reconcile 
the movements on those twenty-five cards 
without worrying about the 475 cards on 
which no operation took place during the 
relevant day. Obviously, if all the cards 
agree in total with the control at the com- 
mencement of the day, movements of the 
operative cards are checked and agreed 
with movements on the control, and no en- 
tries have been made on the remainder of 
the cards, then all the cards must balance 
at the end of the day. As a precaution 
against cards being mislaid, all card pro- 
gressive totals or balances should be listed 
at the end of each month for comparison 
with the control balance, and the ‘‘short 
ceut’’ outlined above used during the 
month. 

Where a listing-adding machine capable 
of adding and subtracting is available, the 
closing figure can be added and the open- 
ing figure subtracted, so that the machine 
will automatically give the net movements 
on all the operative cards. Where the size 
of the practice warrants it, a bookkeeping 
machine could, of course, be used. In the 
absence of an adding machine, the opening 
and closing figures must be listed, added, 
and taken one from the other. 

As different rates apply to work of 
various staff members, depending on their 
classifications, there is the problem of 
showing the details on the cards. The best 
way of overcoming the difficulty is to have 
on the card separate columns for the vari- 
ous gradings, e.g. principals, seniors, inter- 
mediates, juniors, etc. It must be realised 
that in the one practice the rate charged 
for clerks within the one classification may 
vary somewhat, so that columns would be 
provided on the cards for the various rates 
charged, which may not be in exact accord- 
ance with the above groupings. 

Because in any period there will be nor- 
mally several debit entries for work done 
on different days and one credit entry 
charging the work on completion, it is wise 
to dispense with the conventional two- 
sided form of account. Credits, as they 
occur, should be deducted from the pro- 
gressive total of debits, so that a typical 
time card would appear as follows: 
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Particulars 


Re objection 


Charged 
Credit 


Notes : 


(1) The eredit balance arises because 
provision has been made in charg- 
ing the client for work not yet com- 
pleted—perhaps the checking of an 
assessment, ete. 

Though it is not necessary to show 
particulars of all work done, details 
of abnormal work—preparation of 
an objection against an income 
tax assessment as shown above— 
should be noted, as it may well war- 
rant an adjustment to the usual fee. 
For the purpose of the daily bal- 
ance, the progressive totals could be 
arrived at by additions and written 
in pencil between the lines. 


Originating Records 


Depending on particular circumstances, 
a simple time book or loose-leaf sheet is 
kept by each employee engaged on work 
chargeable to clients, in which is entered 
the time spent on work for individual 
clients. In a small practice, where there is 
but one person in each of the groupings, 
the time can be posted direct into the ap- 
propriate columns on the time card. Where 
there is more than one person in any 
grouping, it will be necessary to summarise 
the time records of the individual staff 
members to arrive at the total to be entered 
in each column. Alternatively, the indi- 
vidual daily totals of each clerk could be 


Principal 


Senior Intermed. Junior 
3.05 


5.10 3.20) 


1.15 


10.00 


entered in the time card, with perhaps a 
key number or initial to identify the par- 
ticular employee. 


Unproductive time not chargeable to cli- 
ents is usually not recorded. Having regard 
to administrative and supervisory work, 
staff training, etc., it is usually possible to 
gauge the efficiency by comparing total time 
debited to clients each day or week with 
the total hours worked. If desired, the un- 
productive time could be recorded and 
charged to various headings in the same 
way as service department costs in a manu- 
facturing concern are debited to standing 
order numbers for overhead items. Gen- 
erally it is doubtful if such a refinement 
is warranted. 


Time Charged Records 


On Time Charged Slips the person re- 
sponsible for calculating and deciding on 
fees to be charged enters the time shown 
on the Time Cards as debited to date and 
adds allowances for work yet to be com- 
pleted (as illustrated above). The resul- 
tant is entered in a Time Charged Book 
ruled with columns to correspond with 
those on the Time Cards. From the Time 
Charged Book the time is credited to the 
Time Cards as illustrated. 


The vitally important question of relat- 
ing time charged with fees recoverable is 
discussed later. At this stage only the 
crediting of the time is of interest. 
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Time Control Account 


This account serves the same purpose 
as a Sundry Debtors’ Control Account. It 


PRINCIPAL 
Deb. 


DATE Chg. Bal. Deb. | Chg. 
| 


As stated earlier, the difference between 
the opening and closing balances in each 
grouping must agree with the sum of the 
differences between the opening and clos- 
ing balances on the individual time cards 
operative on the relevant day. At the end 
of each month the total of the list of time- 
eard balances must agree with the balances 
as per the control account. 


Measuring Efficiency 

To this stage our discussion has been 
of records to serve the purpose of provid- 
ing information as to the time which 
should be charged. Important as this is, 
there remains the problem of utilising the 
time records in conjunction with the finan- 
cial records to provide information suitable 
for effective control of the practice, just 
as a manufacturer uses his cost accounting 
system to aid in controlling his operations. 

Beeause financial accounting failed to 
provide industrialists with sufficient infor- 
mation of the right type at the right time 
there arose the need for the services ren- 
dered by cost accounting. The problem of 
the accountant is somewhat similar. He 
is essentially a producer in that his success 
depends, apart from some accidental fea- 
tures, on his ability to make his time pro- 
ductive to the greatest possible degree and 
to attract the most remunerative fee pos- 
sible, with due regard to an economic cost 
for the client. Idle time or idle capacity— 
the great industrial sin—is no less import- 
ant to the accountant. Whether it is im- 
mediately apparent or not, avoidable waste 
of time, or the use of a senior’s time on 
work which could equally well be per- 
formed by a junior, is a loss. Conventional 
financial statements may not reveal such 
losses, as there may be offsetting items 
which will effectively conceal them. This 
does not overcome the loss: it merely 
means that the principal will not be aware 
of its existence or precise extent. 
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shows in total what is reflected in detail 
in the individual time cards. Either a 
separate account is kept for each grouping 
(principals, seniors, ete.) or one account 
used for all, as under: 


JUNIORS 
Chg. | 
| 


INTERMED. 
Deb. Chg. | Bal. 


5 


Bal. Deb. Bal. 


] ! 
| 
| | 1 
} } 


It is, of course, true that an accountant, 
because of professional ethics, is restrained 
from advertising, soliciting for business, 
and, indeed, accepting work under certain 
conditions. Rather than be advanced as an 
excuse for a ‘‘wait and see policy,’’ thes 
factors are reasons for greater attention t 
those aspects of his business which he is 
capable of controlling. 


The Standard Cost Concept 

From the technique of cost accounting 
the accountant can obtain a valuable help 
in the application of the concept of stan 
dard costs. If this system is justified in re 
lation to labour costs of semi-skilled and 
unskilled labour rated at, say, five shillings 
an hour, how greater is the justification in 
the ease of highly skilled staff and prin 
cipal whose services are valued at up to 
twelve or fourteen times as much. 

The rate of remuneration obtained by 
any accountant is affected by many fac- 
tors, of which the following are among the 
most important: 

(1) the aecepted basis of charging for 
services in accordance with Institute 
scales, ete. ; 
custom in connexion with certain 
classes of work—e.g. the practice of 
accountants in some areas agreeing 
to carry out work for certain non- 
profit organizations for nominal fees 
or on a semi-honorary basis; and 
the status of accounting in a par- 
ticular area and, to some extent, the 
repute of an individual practitioner, 
particularly in the case of special- 
ists. 

Unless a practitioner wishes to use the 
‘*hit or miss’’ method of arbitrarily assess- 
ing fees, with consequent losses to himself 
and/or unduly high charges to his client, 
he must determine a standard rate of re- 
muneration. Though the above factors have 
to be taken into account, something more 
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specific, something based on sound eco- 
nomie reasoning, must be used. This can 
best be done through a form of budgeting 
or planning with the goal of an economic 
return to the principal or principals. Re- 
muneration which a practitioner could 
have earned elsewhere, interest on the capi- 
tal employed in the practice, and a return 
for the risk involved and the responsibili- 
ties carried must be considered. 

Knowing the return desired and the 
number of hours which principal and staff 
can devote to the practice on the basis of 
a normal working period (for any addi- 
tional effort should bring an additional re- 
turn), it then remains to decide on a stan- 
dard rate of remuneration for those en- 
gaged in the practice, which is not incon- 
sistent with the factors mentioned above. 
Naturally, expenses, which can be bud- 
geted with reasonable accuracy, must be 
added to the return as ascertained above 
to arrive at the required gross fees and, in 
turn, the rate of remuneration per hour 
for various groupings. 


Holidays, Sick Leave, Honorary Work, 
etc. 

In taking the above factors into account, 
it is better to base calculations not on the 
cost of, say, three weeks’ holiday for staff 
at so much a week, but rather in terms of 
productive time lost through such causes. 
The real measure of the cost is the fact 
that absence on holidays or performing 
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work in an honorary capacity reduces the 
contribution to cover overhead and profit 
by the amount of fees which otherwise 
would have been recovered. If a clerk 
whose work is charged at the rate of 10/- 
an hour and who averages 30 hours a week 
productive time is on holidays for three 
weeks, then his holidays cost, on the above 
basis, three times twenty-five multiplied by 
10/-; i.e., £37/10/- Sick-leave time can be 
estimated and converted to cost on the 
same basis. 

For honorary and semi-honorary work, 
an estimate based on previous records, ex- 
perience with similar jobs, or an examina- 
tion of the possible work involved will give 
a reliable basis for arriving at tbe total 
time and the cost thereof as calculated 
above. Perhaps it may be wise to make an 
allowance for jobs which the firm may be 
asked to do during the year as well as those 
already held. Where a nominal fee is paid 
this should be deducted from the total to 
arrive at the net cost of honorary work. 

In Figure 1 is set out, in simplified 
form, a budget and the calculation of a 
standard rate of remuneration for the vari- 
ous groupings of principals, clerks, ete. It 
will be noted that the cost of honorary 
work and holidays, ete., is added to de- 
sired net return plus overhead to arrive at 
a total standard recovery. This figure can 
then be divided by the number of produc- 
tive hours (i.e. of all work, including hon- 
orary work) to arrive at standard rates an 
hour. 


BUDGET AND CALCULATION OF STANDARD RATES 


Deswred Goal of Net Return to Principal— 


Remuneration available elsewhere by way of salary sacrificed by de- 


cision to carry on practice, say 


Interest on capital invested in practice in | lieu of return if invested 


elsewhere, with due regard to risk, say, 


8% on £1,200 


Remuneration for accepting the somewhat higher degree of personal 
responsibility involved in public practice (e.g., audits, etc.) 


Estimated Expenditure— 


Salaries 
Rent - 
Subscriptions and Registrations 


£1,296 


850 
130 
15 


Carried Forward £995 
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Travelling Expenses 


Postage and Telephone 
Other Expenses - 
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Brought Forward £995 


Cost of Honorary Work, Holidays, Sick Leave, ete.— 
Honorary work, as listed, at standard rates 


Holidays 
Sick Leave 


Therefore, required Gross Fees should amount to— 
Net return to ensure that practice is worth while 


Estimated expenditure 


‘*Cost’’ of honorary work, holidays, " sick leave 


Hence, a rate of remuneration for the 
various groupings will have to be decided 
on so that the sum of the productive time 
of each principal and staff member a week, 
multiplied by 52, then by the appropriate 
rate, will aggregate the gross figure of 
£2,936. This may involve some juggling 
and a process of trial and error, as shown 
below. 

The fact of using, in ecaleulating the 
components of the third section of the re- 
quired gross fees, the cost of honorary 
work, etc., a standard rate which is not in 
itself determined until after that section 
has been considered may appear illogical. 
More correctly, the sum of the desired net 
return and the estimated expenditure 
could be divided by the annual productive 
time less time spent on holidays, sick leave, 
and honorary work, ete. Then, having as- 
certained the rates, the ‘‘cost’’ of such 
items could be set out to assist in making 
policy decisions on holidays or the accep- 
tance of additional honorary work. 

To ensure a correct balance between the 
charges for principals, seniors, intermedi- 
ates, and juniors, reference could be made 
to generally-accepted charges modified by 
special or local considerations. As in most 
business-planning decisions, regard must 
be had to both economic requirements and 
business realities. A practitioner would 
not set a rate of remuneration entirely in- 
consistent with average levels merely to 


1,210 
430 


°2,936 


comply with the dictates of his budget. He 
would be wiser to examine his organisation 
to find why it appears that he must charge 
a fee uneconomic to clients to ensure a rea- 
sonable return for himself. 

Let us assume, for the purposes of illus- 
tration, that in the practice referred to in 
the budget there is a principal and senior 
clerk, each of whom averages 25 produc- 
tive hours a week (these figures would in- 
clude honorary work), and a junior clerk 
who averages ten hours work a week in 
respect of clients. Let us further assume 
that the relative degree of skill and nature 
of work performed are such that the time 
of the principal should be charged at twice 
that of the senior and four times that of 
the junior. Then the calculations could be 
made on the following lines: 

Yearly in 
terms of 
Principal’s 
time 
1,300 
650 

130 


Weekly Yearly 


1,300 
1,300 
520 


Principal .. 25 
Senior so aoe 
Junior <s” e 


Total time expressed as equiva- 
lent to hours of principal’s time 2,080 
Hence, hourly 


rate to £2,936 
meet budget = 


~ 2.080 
= £1/8/- 


approx. 
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Knowing the figure which is a minimum 
to ensure that the practice is economically 
worth while, all the other factors—average 
fees, special conditions, ete-—may be con- 
sidered. Perhaps the consideration will re- 
veal the fact that a higher rate of fee can 
reasonably be recovered, so that a rate of, 
say, £1/10/- an hour and 15/- and 7/6 re- 
spectively may be chosen, with the result 
that gross recovery would be £3,120 and 
the budgeted net profit increased by £184 
from £1,296 to £1,480. 


Flexibility 

Fixing of a standard fee does not mean 
that work will not be done for anything 
above or below standard rates of remunera- 
tion, any more than standard costs and 
budgetary control in a manufacturing con- 
cern mean that selling price is fixed re- 
gardless of competition, price regulations, 
ete. In both cases standards provide valu- 
able information so that policy decisions 
may be based on facts rather than fancy. 

The practitioner must realise that there 
are jobs done for fixed fees which are not 
capable of immediate adjustment. Some 
classes of work, most accountants find, 
carry above-average remuneration, while 
others do not reach the average or reason- 
able level. If they are sufficiently large, 
and can be estimated with any degree of 
accuracy, they can be included as an addi- 
tion to or subtraction from honorary work 
in the budget. 


Information for Control 


Having set the standards, it remains for 
the records to show up any unfavourable 
tendencies away from the planned results. 
This ean best be done at the point at which 
the charges are made to clients. If on the 
Time Charged Slips, previously described 
as the source from which the Time Charged 
Book is written up, the standard remuner- 
ation is shown, the difference between this 
figure and the amount actually charged 
can be shown as the variation. These vari- 
ations can be analysed in dissection 
columns to suit particular requirements. 

Each month the total charged as per the 
Fees Journal should agree with the total 
time charged as per the Time Charged 
Book at standard rates plus or minus the 
net variations as revealed by the summary 
mentioned in the previous paragraph. 
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Thus there is a means of ensuring that all 
time charged in the time records is duly 
reflected in the financial records. As well 
as this, the stage is set for providing in- 
formation as to the result of the whole 


practice for any period. 


Monthly Financial Statements 

It goes without saying that any business 
can be run efficiently only when up-to-date 
information is available. Yearly or half- 
yearly financial statements do not provide 
the answer. If this is true of concerns 
which to some extent operate on relatively 
fixed profit margins, it must apply with 
greater force to a service-type of occupa- 
tion with no such homogeneity of product. 

Subject to certain qualifications, the 
‘‘profitability’’ of a practice depends 
directly on the following two factors: 

(1) The total productive time during 

the month. 

(2) The rate of remuneration recovered. 

To some extent all expenses are fixed, in 
the sense that they do not vary directly 
with variations in income or total produe- 
tive work. So it is largely the following 
items which must be watched: 

(1) gross earnings (total 

time by appropriate 
rates) ; 
variations 
ies; and 
cost of honorary work and holidays, 
ete. 

Concerning the second and third items, 
it should be remembered that the measure 
of an equitable allocation or charge against 
a month’s earnings is one twelfth of the 
yearly total. The amount of honorary 
work performed in any month or the loss 
of time through holidays is incidental. 

If the problem is approached in this 
way, it is possible to prepare a more realis- 
tic statement than an orthodox profit and 
loss account without having to post entries 
to the private ledger or to make numerous 
transfer entries. To the critic who would 
decry the system because it is based on 
estimates, I would say : ‘‘Show me one type 
of financial statement which, despite an ap- 
parent air of exactitude, is completely free 
from estimates—depreciation allowanées, 
valuation of stocks, ete.’’ 

Figure 2 shows how the result of the 
practice for the month can be readily as- 
certained. The deduction of five per cent 


productive 
standard 


from standard recover- 
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Application of Managerial Accounting—contd. 

from earnings is an estimate to cover net 
reductions from standard rates for policy 
reasons, fixed fees, etc. As one twelfth of 
holiday time is absorbed into costs, the 
amount of productive time lost, due to 
holidays during the month must be offset. 
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As honorary time is also absorbed by way 
of monthly allocation, the variation from 
standard rates of remuneration due to 
honorary work must be excluded from the 
total variations before considering whether 
the allowance of five per cent is adequate 
to cover other types of variations. 


Faure 2 
RESULT OF PRACTICE 


Earnings at standard rates ee 
Less estimated under-variations, 5% 


Decem- Pro- 
ber, 1949 gressive 

£ £ 
275 ~=—«-:1,400 
14 70 


261 1,330 


Less monthly allocation—honorary work, holidays, etc. 


Deduct actual time on holidays .. 


Earnings for month i 
Less estimated expenditure as ‘per budget 


Estimated net profit 


10 184 


1,146 
606 


251 
101 


£151 


£540 


Estimated yearly net profit, assuming budgeted conditions giving monthly 


net profit of £108 for remainder of year 


FIcureE 3 
SUMMARY OF VARIATIONS FROM 
STANDARD RATES 
Decem- Pro- 
ber, 1949 gressive 
£ 3 
(A) Honorary work— 
A. B. Association 
C. D. Society 
E. F. Club 
G. H. League 


Other causes— 
Staff shortage 
Fixed-fee audits, 
Sundries 


ete. 


) Percentage of varia- 

tions from other cavses 

on total time charged 
at standard rates .6.15% 446% 
Note: As a check on the estimate of five 
per cent for under-variations, the amounts 


£1,188 


of £15 and £58 above are calculated against 
time charged, not productive time. 

The list showing progressive total of 
honorary work can be examined against 
the list on which the budget total, and 
hence the monthly allowance, is based. If 
necessary, an additional allowance could 
be included as a deduction in the summary 
of results of the practice if the budget al 
lowance is obviously inadequate. So, too, 
additional amounts could be deducted if 
expenditure exceeded the budgetary al- 
lowance. In the latter regard, a summary 
of the Cash Paid Book, Cash Received 
Book, and Fees Journal, in tabular form 
showing monthly totals, is useful. It en- 
ables one posting to be made to the Private 
Ledger each six months from each book, 
thereby reducing clerical effort, localising 
errors, and providing at a glance a picture 
of expenses, etc., for comparison with bud- 
get estimates. 

Orthodox Financial Statements 

For normal accounting purposes, includ- 
ing taxation, half-yearly financial state- 
ments can be prepared from the private 
ledger. Any differences between the re- 
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Application of Managerial Accounting—contd. 
sults revealed thereby and the monthly 
‘Result of Practice’’ statements should 
be investigated. Perhaps adjustments to 
the budget estimates may be necessary. 
However, it must be remembered that the 
sole or most important function of the bud- 
get is not the provision of data for monthly 
statements. It is essentially a control tool, 
and should be used as such. Serious at- 
tempts should be made to remedy any ad- 
verse tendencies revealed either by a peru- 
sal of the summary of monthly totals men- 
tioned above or the half-yearly financial 
statements. 

In the monthly statements, variations 
from the budget should be shown separ- 
ately so that exceptions are accentuated. 
Thus, in Figure 2, it is evident that De- 
eember earnings are £43 above standard 
and the progressive figure £108 under. For 
clarity of illustration these variations were 
not shown, but in practice they would be 
included by showing the budgetary figures, 
then the variations therefrom—in this case 
‘‘Earnings Deficiency’’ in the progressive 
column and ‘‘Earnings Surplus’’ in the 
December column. Similarly, under- or 
over-expenditure and increases above or 
below the allowance for varia- 
standard charges would be 


decreases 
tions from 
shown. 

As there is not necessarily any direct 
connexion between fees charged to clients 
in any period and earnings through pro- 
ductive work, it is difficult to find exactly 
the effect of variations in charging fees—at 
least, until the end of the year. However, 
by watching the progress of honorary 
vork and the percentage of variations, it 
is possible to make a reliable decision as 
to whether the allowance (of five per cent) 
is adequate. 

Valuation of Work in Progress 

The accounting standard of matching 
periodic costs and income requires that 
work in progress be valued at the standard 
rate of charging, with due allowance for 
the writing-off of honorary time and a re- 
liable estimate of variations therefrom. 
After allowing for honorary jobs, etc., the 
fact that work is done for clients means 
that the time has been ‘‘sold’' at the usual 
rates. Unlike work in progress in, say, in- 
dustries manufacturing for stock, the 
adoption of this valuation, as pointed out 
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earlier, is necessary for consistency and 
to prevent distortion. As exphined by 
Paton and Littleton,* the test to determine 
at what stage income should be recorded 
rests on dependable objective evidence 
usually furnished by a sale. Apart from 
those special features’ which can be pro- 
vided for, the time is sold when the work 
is done, not when the memo. of fees is made 
out. Thus, for the purpose of financial ac- 
counting, or to arrive at the total current 
assets of the practice, the total time un- 
charged as per time records is calculated 
at standard rates—after crediting all hon- 
orary work—and the estimated variation 
percentage deducted therefrom. 


Differential or Relative Costs 


The point has already been made that 
use of the standard cost concept by no 
means prevents an accountant from realis- 
ing that it may be profitable for him to do 
work for remuneration below the standard 
figure. There is something to be said for 
the belief that he is wise to accept work at 
rates considerably below standard costs if 
the income arising therefrom exceeds the 
additional costs he will ineur. This is true, 
but only within certain limits, and a 
knowledge of the total divergence from 
standard or 
lest he fail to notice increases in what he 
may have regarded as fixed costs. Only 
with accurate time records and sound con- 
trol as outlined ean he make such 
policy decisions with confidence. 


economic costs is necessary, 


above 


Summary and Conclusion 

(1) Both for his own interests and as a 
duty to his clients and staff, an accountant 
must keep his time records on a sound 
footing. 

(2) As well as providing a basis of 
charging fees to his clients, the time rece- 
ords, coupled with suitable financial state- 
ments, provide data essential for control 
of the practice. 

(3) By an adaptation of the standard- 
cost concept, it is possible to measure over- 
all efficiency as well as the profitability or 
otherwise of individual jobs, by compari- 
son with a standard rate of remuneration 
—~-predetermined at a level which will en- 
sure a minimum economic return. 


* “*An Introduction to Corporate Accounting 
Standards.’’ 











Application of Managerial Accounting—contd. 


(4) Monthly financial statements pre- 
pared on the basis outlined are more in- 
formative and more easily prepared than 
the conventional profit and loss account. 

(5) The monthly statements can em- 
phasise departures from the forecasted re- 
sults by showing figures for variations 
from standard. In this way, remedial ac- 
tion can be taken in the case of adverse 
tendencies revealed by the system. 

(6) Holiday time, honorary work, etc., 
are brought to account by way of a 
monthly allocation of the fees sacrificed by 
the appropriate factors rather than at 
their ‘‘cost’’ in the generally-accepted ac- 
counting sense. Work in progress or un- 
charged work as shown by the time records 
is valued at standard rate of charging, for 
the time is ‘‘sold’’ as soon as the work is 
done. 
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(7) Half-yearly financial statements 
along orthodox lines can be checked against 
the monthly statements, which show pro- 
gressive as well as monthly totals. 

(8) The accountant should not lose sight 


of the fact that decisions on fees are. 


affected as well by differential or relative 
costs. This emphasises the need for reliable 
up-to-date information. 


The system explained is based on a 
thoroughly successful practical applica- 
tion. The underlying principle could be 
preserved though the application is slightly 
varied to meet particular conditions. In 
any case, it is worthy of consideration. 

Accountants claim—and with consider- 
able justification—that their efforts are an 
important factor in producing efficiency in 
industry. Let it not be said that the con- 
trol of their own practices suffers for want 
of an appropriate system. 








lt is this ‘‘economic illiteracy’’ which makes it difficult to dispel predominant 











present beliefs of labor and the general public that corporations make exorbitant 
amounts of profit, that corporations conceal their profits and that capitalists who 
own them gain unreasonably from the efforts of labor. The people who hold these 
erroneous beliefs make up the electorate that in one wave of passionate distrust can 
vote out of existence all that free enterprise has made possible and all that it promi- 
ses for the future. 

The failure of free enterprise to explain and sell itself is therefore its greatest 
weakness. In the face of the-known dissatisfactions, and the internal and external 
pressures for change to inferior and unproved substitutes, the continuing inability 
of free enterprise to communicate its facts to the people may prove to be fatal. Free 
enterprise, in this sense, faces its own suicide. 


Telling the Story 


This is the point at which the place of accounting becomes evident. Accounting 
has been called the language of business. It is more than that. It is the only known 
medium of expression of economic fact; it is the foundation of all stewardship; in a 
civilized world it can become the means of measurement of the contributions and 
rewards of classes and of individuals; it is the only common denominator available 
to solve the conflicting interests of capital, labor, management, and the public within 
an economy. 


—Maurice H. Stans, in The Journal of Accountancy, December, 1949. 


th 


the 
th: 
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CURRENT PROBLEMS DISCUSSED IN 
OVERSEAS JOURNALS 


EDUCATION, TRAINING, AND RESEARCH IN ACCOUNTANCY 


One of the most favourable auguries for 
the future of the profession is the interest 
which is being taken over all the world in 
the problem of education for entrance to 
the profession. The overseas journals which 
have come under notice this month contain 
many contributions to these discussions. In 
the United Kingdom the report of a 
Special Committee for Education for Com- 
meree (the Carr-Saunders Committee), was 
published in December. The Accountant 


of the 14th December has a leading article 
critically commenting on those parts of the 
committee’s report which relate to the ac- 
countaney profession. The committee made 
the following specific suggestion on the 
training of accountancy students: 


‘*Some of the students will elect to take 
the full-time degree courses offered at the 
Universities. For those who do not go to 
the Universities we consider that day-time 
facilities for institutional training for the 
professional qualifications should be avail- 
able, and we recommend that part-time 
day courses, possibly on the ‘sandwich’ 
principle, giving preparation for the inter- 
mediate and final examinations of the three 
main bodies of accountants, should be 
organised by the colleges of commerce and 
the major technical colleges on a regional 
basis and in conjunction with the accoun- 
taney bodies.”’ 

The Institute of Chartered Accountants 
in England and Wales submitted a mem- 
orandum to the committee, and the leading 
article points out that ‘‘on every major 
point dealt vith in that memorandum, the 
Committee’s report is contrary to the con- 
sidered views of the Council.’’ It expresses 
astonishment at the contents of the report, 
and particularly at the fact that no men- 
tion was made in the report of the mem- 
orandum by the Institute. The leading 
article concludes : 

“If the Committee had looked first at 
the products of the existing arrangements 
—in the case of the accountancy profession 
the qualified accountants—and had decided 
that they have certain specific shortcom- 


ings, it would then have been reasonable 
to look at the training stage for remedies.”’ 

Ii New Zealand The Accountants’ 
Journal, February, has a_ thoughtful 
article by M. K. Twomey, entitled ‘‘A Pro- 
fessional Dilemma: Some Comments on the 
Education, Training and Status of Ac- 
countants in New Zealand.’’ Mr. Twomey 
is president of the Wellington Accountant 
Students’ Society, and is associated with 
the teaching of accounting at Victoria 
University College. His article is a criti- 
cal review of the present situation in New 
Zealand. 

In U.S.A. Robert Jacobs, in an article in 
The Accounting Review, January, en- 
titled ‘‘Measurement and Guidance in the 
Field of Public Accounting,’’ describes 
the work of the American Institute of 
Accountants Committee on Selection of 
Personnel, which is investigating three of 
tlhe four broad factors which may condition 
success in the profession. The four factors 
are: 

General aptitude, 

Technical competence, 

Vocational interests, and 

Character and personality. 
The article deals with the first three of 
these factors. 

In The Journal of Accountancy, Febru- 
ary, 1950, there are three interesting let- 
ters on the place of college education in 
preparation for a career in public account- 
ancy. Granville K. Hershey contends that 
experience and self-study are as indicative 
of a qualified candidate as is formal educa- 
tion. N. A. H. Stacey discusses the relation 
of technical training for accountancy to 
general education in Britain, and stresses 
the increasing need for a broad educational 
background, without closing the door to 
non-university students. C. S. Nicholas is 
not only in favour of a college degree, but 
also of training on a professional level. 
‘One thing you can say for it,’’ he says, 
‘‘is that it is an easy way to pass the 
exam.: another is that men are much bet- 
ter qualified to deal with clients who are 
comparatively well educated.’’ 
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In The Canadian Chartered Accountant, 
February, L. N. Buzell discusses ‘‘The Ex- 
panding Responsibilities of the Public Ac- 
countant.’’ In addition to work for clients, 
he emphasizes public service, with account- 
ants being increasingly called upon to act 
in such fields as advice to governments, 
serving on public bodies, independent 
audit of government accounts, advisors to 
trade associations, service as professional 
directors, and community activities such as 
hospitals, schools, and public charity 
boards. The article also contains interest- 
ing comments on the organisation of the 
profession. Accounting research also comes 
in for considerable discussion. 

In The Canadian Chartered Accountant, 
January, C. L. King, in an article entitled 
‘‘Accounting and Auditing Research in 
Canada,’’ describes the functions of the 
Dominion Association of Chartered <Ac- 
countants Committee on Accounting and 
Auditing Research. The committee was 
formed in 1939 to negotiate arrangements 
with Queen’s University, Ontario, for the 
support of certain studies on accounting 
topics to be carried out at the university. 
Because of the war, the committee was 
relatively inactive until 1946, but it has 
done much valuable work since then. It 
has three functions: 

Delineation of presently-accepted con- 
cepts of accounting principles and 
auditing procedures to determine 
which are sound and useful, in 
order to bring about not only a 
greater degree of uniformity but 
also an improvement in the general 
level of accepted standards. 

Analysis and review of presently-ac- 
cepted concepts in the light of 
changing business and economic 
conditions in order to determine 
their continuing validity and use- 
fulness. 

Co-operation with other bodies of ac- 
countants or persons interested in 
accounting and financial reporting 
in Canada and other countries for 
the purpose of co-ordinating the 
work of the committee with that 
being done elsewhere. 

The committee has published three bulle- 
tins : 


The Australian Accountant 


August, 1950 


Statement of Standards of Disclosure 
in Annual Financial Statements of 
Manufacturing and Mercantile 
Companies. 

Statement of Minimum Standards of 
Professional practice which Should 
Apply in Respect of Prospectuses. 

Accounting Treatment of Income 
Taxes in Some Special Circum- 
stances. 

Since Mr. King’s article was written the 
committee has published a fourth bulletin 
dealing with Accounting for Bad Debt 
Losses. The text of this bulletin also ap- 
pears in the January issue of The Can- 
adian Chartered Accountant. 

Other bulletins which are contemplated 
will deal with Auditing Standards, Ac- 
counting for and Valuation of Inventories, 
Surplus and Reserve Accounts. 

In The Journal of Accountancy, Decem- 
ber, Anson Herrick, ‘‘The Implications of 
Recent Accounting Research Bulletins,’ 
explains how the Committee on Account- 
ing Procedure, American Institute of Ac- 
countants, through its research bulletins, 
is working to provide a more useful set of 
guides to accounting proceduses. He dis- 
cusses the last ten bulletins, dealing with 
such matters as inventory pricing, classi- 
fication of current assets and current lia- 
bilities, reserves, the income statement, de- 
preciation on replacement and ac- 
eounting for liability under pension plans. 
The special circumstances in which these 
bulletins were issued is explained, and the 
problems they were designed to solve are 
discussed. 


cost, 


The Journal of Accountancy, January, 
contains a statement issued by the Re- 
search Department, American Institute of 
Accountants, on Accounting Problems 
Arising from Devaluation of Foreign Cur- 
rencies. 

An important area of accounting re- 
search relates to questions of terminology. 
In The Canadian Chartered Accountant, 
January, J. R. M. Wilson points out that 
a uniform terminology is essential to any 
profession. Problems of accounting ter- 
minology are somewhat localized, for all 
accountants do not speak the same 
language. The most important problem 
facing English-speaking accountants to- 
day is to bring into sharp focus those words 
and phrases which have different meanings 
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to different people. One problem peculiar 
to accounting is that its vocabulary can 
never be international nor too technical for 
the reason that the function of the account- 
ant is to translate to his reading public the 
most complicated financial transactions in 
the simplest possible terms. 

On specific questions of terminology, H. 
C. Edey, in The Accountant of the 14th 
January, replies to suggestions made by 
Harry Norris in an article which appeared 
in The Accountant of the 10th December, 
1949. Mr. Norris had suggested that the 
“true division is between assets which are 
expenditure in suspense on the one hand, 
and the financial assets, namely debts and 
eash, on the other hand.’’ Mr. Edey de- 
fends the conventional distinction between 
fixed and current assets, which in practice 
is usually implicitly based on one or other 
of the two main criteria, liquidity and the 
time factor. 


ACCOUNTING 


An interesting article in Accounting Re- 
January, by Mary E. Murphy, is 
entitled *‘Notes on Accounting History.’’ 
It summarizes progress to date of histori- 
cal research in public accountancy in 
U.S.A. and U.K., and includes a compre- 
hensive bibliography of the principal pub- 
lications on the subject. The point is made 
that firms of all sizes and types will have 


search, 
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There has been a good deal of discussion 
in U.S.A. on the use of the word ‘‘surplus.”’ 
In Accounting Research Bulletin 39, which 
is reproduced in The Journal of Accoun- 
tancy, December, the Committee on. Ac- 
counting Procedure has approved as an 
objective a recommendation of the sub- 
committee on terminolegy that the use of 
the term ‘‘surplus’’ be discontinued. Pub- 
lication of this recommendation is authgr- 
ised by the Committee on Accounting Pro- 
cedure, but is not to be regarded as a pro- 
nouncement of that committee. The main 
reeommendations are that the use of the 
term, whether alone or in such combina- 
tion as capital surplus, paid-in surplus, 
earned surplus, ete., be discontinued, and 
that the expression ‘‘earned surplus’’ 
should be replaced by terms indicating 
source, such as retained fmeome, retained 
earnings, accumulated earnings, or earn- 
ings retained for use in the business. 


HISTORY 


to write their own stories, or permit com- 
petent scholars to prepare documents 
whieh will stand tests of accuracy and im- 
partiality. The rule of confidential infor- 
mation can be held inviolate. In a later 
article the author purposes commenting on 
how accounting history should be written 
to assure proper perspective and objee- 
tivity. 


ORGANISATION OF THE PROFESSION 


In The Canadian Chartered Accountant, 
December, K. Le M. Carter, on Establish- 
ment of Uniform Requirements for the 
Practice of Public Accounting, gives an 
outline of the organisation of the pro- 
fession in English-speaking countries. He 
deals with education and training, ethical 
Standards, and terminology and standards 
of disclosure in financial statements. 
“While control of the profession within a 
jurisdiction by any one body is not essen- 
tial to its successful growth, it is probable 
that such control would facilitate the de- 
velopment of high ethical and technical 
standards. This follows only if the fran- 
chise rights are not acquired at the heavy 


cost of government supervision.’’ The es- 
tablishment of international accounting 
committees to review at least the four uni- 
form basic requirements should prove 
fruitful. The four basic requirements 
are: 

(i) a clear understanding of the mean- 

ing of public accountaney ; 

(ii) similar principles of education and 
training ; 
common standards of 
professional ethics; and 


(iil) important 


(iv) accounting technique and termin- 
ology which is_ understandable 
throughout. 
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In The Accountant of the 14th January, 
J. L. C. Touche, in a critical review of 
published accounts, discusses the profit and 
loss account, which he regards as the most 
important of the statements included in 
the annual report. He stresses the necess- 
ity for a clear statement of net profits. 
Of a sample of thirty-one companies whose 
published accounts were examined, sixteen 
had two items labelled as profit or some- 
thing similar, seven had three items so 
labelled, three had four, three had five, and 
two had six. The difference in clarity be- 
tween those that had two items and those 
that had six was very marked. All com- 
panies except one agreed that net profit 
should be struck after providing for nor- 
mal depreciation. At least thirteen took 
account of increased replacement cost 
either by providing additional depreciation 
or ergating a reserve, and at least six 
withheld from revenue tax saving arising 
from the special initial depreciation allow- 
ance for depreciation of new plant. Seven- 
teen companies stated profit after tax, ten 
stated profit both before and after tax, 
three before tax, and one after profits tax 
but before income tax. In consolidated ac- 
counts ten of those examined deducted the 
minority interest in the profits of. subsidi- 
aries, fourteen did not. In most eases, the 
profit and loss account ‘‘above the line’’ 
started off with an item described as trad- 
ing profit or by ‘‘some elaborate jumble of 
words.’’ Two companies refused to have 
this meaningless item, and started off with 
the true trading profit, noting in an inner 
column the charges which had been made 
for depreciation, etc. [This is the usual 
practice in Victoria.—Ed. ] 

**In all, this part of the profit and loss 
account presents a sorry spectacle. It is 
not really an account at all in the sense of 
a rational analysis of the net profit. It is 
rather a statement of the net profit accom- 
panied by a note of certain items which 
have been credited or charged therein.”’ 

Mr. Touche expresses preference for the 
American method of starting with the 
figure of sales, grouping expenses under a 
few significant heads, and with one item 
labelled ‘‘net income.’’ This method is 


very clear and simple, and can be under- 
stood by anybody. 
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FINANCIAL STATEMENTS 







In the second half of the profit and loss 
account (appropriation account), ‘‘items 
are few, and you would expect everything 
to be set out with logic and eclarity.’’ This 
is not always the case. The suggestion is 
made that this part of the profit and loss 
statement should start from the net profit, 
deduct the preference dividends, express 
the balance also as a percentage of ordin- 
ary capital, and of this balance show the 
total distributed and the total retained. 
‘In the ease of all the accounts reviewed, 
any accountant could work out these 
figures with pencil and paper. But why 
should it be necessary to use pencil and 
paper? And why should it. be necessary 
to be an accountant?’’- In only one case 
out of the thirty-one was the profit retained 
shown in one figure. The bringing in of 
opening and closing balances obscures the 
position; so also does the practice of de- 


ducting profits retained by subsidiary 
companies. 

Most recent discussions of financial 
statements have concentrated on_ state- 


ments prepared for the information of 
owners. Two recent articles approached 
the question from the standpoint of the 
creditor. In The Canadian Chartered Ac- 
countant, December, A. C. Ashforth tells 
What a Banker Looks for in Accounting 
Statements. Mr. Ashforth expects a great 
deal. The banker desires to find in the 
auditor’s report the necessary assurance 
that the liquid position, defined as the ratio 
of current assets to liabilities, is a correct 
and accurate picture. Suitable explana- 
tions should be given regarding various 
assets and liabilities whenever circum- 
stances warrant it. As to stock-valuation, 
this is the crucial feature in _ balance 
sheets and in profit and loss statements. 
In the balance sheet, stock should be sub- 
divided into manufactured goods, work in 
process, raw material, and supplies. Infor- 
mation should be given as to the method 
in which inventory-valuation has been com- 


piled. Any substantial commitment for 
forward purchases which, if disclosed, 
would materially alter the impression 


created by the statement should be the sub- 
ject of comment. Apart from the question 
of prices, it can frequently be useful t 
know whether a prospective borrower has 
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Current Problems in Overseas Journals—contd. 
any exceptionally heavy commitments out- 
standing. As to accounts receivable, both 
the gross amount and the provision for bad 
debts should be shown, and the debts 
should be elassified into trade debts and 
others under suitable headings. 

There should be an assurance that every 
possible safeguard against omission of lia- 
bilities has been used, and a distinction 
should be clearly drawn between secured 
and unsecured liabilities. 

Depreciation provisions should be de- 
ducted from assets, income tax liabilities 
should be clearly shown, investments in 
subsidiaries should not be classified as cur- 
rent assets, loans to subsidiaries should be 
shown separately from investments. In 
private companies the salaries paid to prin- 
cipals should be disclosed, and in all cases 
there should be a reconciliation of the 
changes from year to year in liquid sur- 
plus. 

The other article from the creditor’s 
standpoint is by Milton J. Drake, in The 
Accounting Review, January, which dis- 
cusses what the creditor expects to find in 
detailed accounting reports. An interesting 
Drake 


aspect of this article js that Mr. 
thinks that only a few of the commonly- 


used ratios are important. These are: 

turnover of receivables, 

turnover of stocks, 

cash and receivables to current lia- 
bilities, 

current debt to working capital, 

total debt to working capital, 

current debt and total debt to net 
worth, 

net profit to sales, and 

profit to net worth. 

Another interesting feature of recent 
American articles on financial statements 
is the emphasis that is being given to the 
social importance of published accounts. 
In The Canadian Chartered Accountant, 
December, J. William Horsey, president of 
a large retail distributing company, in an 
article entitled “Building Goodwill with 
Financial Reports,’’ claims that financial 
statements should be directed not only to 
the shareholders but to customers, employ- 
ees, and suppliers as well. ‘‘If an associa- 
tion of accountants were to make a survey 
of shareholders in all walks of life to find 
out what they want to know about the 
companies in which they invest, and then 
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place the results of its fact-finding before 
those companies, it would revolutionize our 
annual reports in a short time.’’ By a 
simple accounting break-down of the 
average sales dollar and properly selected 
words, the annual report ¢an show how its 
revenue is divided between producers, sup- 
pliers, proprietors, municipalities, govern- 
ments, employees, and shareholders. An 
important point is to avoid the use of tech- 
nical terms which perplex and confuse the 
great majority of people. A Source and 
Application of Funds Statement is most 
informative. 

In similar vein, R. A. McEachern, edi- 
tor of The Financial Post, in The Can- 
adian Chartered Accountant, December, 
discusses the role of the accountant in a 
changing social climate. Business has 
moved from a free enterprise economy to 
a responsible enterprise economy. Accoun- 
tants have a job of public education, and 
there is no excuse for withholding infor- 
mation. 

In The Accounting Review, January, 
Earle C. King, chief accountant, Securities 
and Exchange Commission, discusses the 
problems arising in connection with ac- 
counts registered with the commission 
from the standpoint of consistency in ae- 
counting. He quotes with approval recom- 
mendations made by Professor William A. 
Paton at an accounting conference in 1946 
in the following terms: 

‘*First, management must become more 
receptive to the view that accounting is 
not designed to paint pictures correspond- 
ing to managerial whims and prejudices. 
In other words, management must become 
more willing to let the accountants call a 
spade a spade—show things as they are 
rather than as management would like to 
see them. Second, accountants must be- 
come more resourceful, adaptable, less 
hidebound, so that management may be 
effectively gssisted. Third, both manage- 
ment and accountants should remember 
that their primary responsibility is still to 
the investors—those who put up the money 
—the folks who have been the forgotten 
men for some time.”’ 

On the vexed question of depreciation, 
Mr. King thinks there is much to be said 
before substituting for straight-line depre- 
ciation a method of depreciation based 
upon plant activity. The basis for aceeler- 
ated amortization of the cost of plants 
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during periods of anticipated big demand 
seems to be well founded, and much more 
realistic than straight-line. Also, obsoles- 
cence should be taken into account in the 
early period of a plant’s life. 

In The Accounting Review, January, R. 
K. Mautz makes a case for a new type of 
accounting statement. Presently-used ac- 
counting statements satisfactorily meet the 
need for information as to financial posi- 
tion and net income, but no report has yet 
been developed which gives a .complete 
view of over-all expansion. One cannot 
properly pass judgment upon adequacy of 
income and soundness of financial position 
without some knowledge of company policy 
regarding not only over-all expansion or 
contraction, but also about amy shifts in 
field of activity, type of operation, or 
method of financing. There is much sig- 
nificant information of this kind in ae- 
counting records which is not reported in 
the conventional accounting statements. A 
complete report on enterprise growth 
should include the following: 

(1) A comparison of total asset input 
with total asset output to arrive at 
the net increase or decrease in en- 
terprise size. 

(2) Classification of asset input and 
asset output according to the equity 
contributing or claiming the assets 
involved. 

(3) Presentation of the relative average 

asset contribution of various equity 
interests, together with the cost, in 
interest, dividends, etc., to the en- 
terprise for the use of the assets 
contributed. 
Organization of the material in 
such a way that any shifts from one 
type of equity financing to another 
are readily determinable. 


In The Journal of Accountancy, De- 
cember, Maurice H. Stans examines weak- 
nesses in present accounting which inhibit 
understanding of free enterprise. Accoun- 
tants, he believes, have a responsibility to 
remove the causes of the cynicism and dis- 
trust with which published financial state- 
ments are now popularly regarded. Four 
principal steps as a minimum in a pro- 
gramme for evolutionary advancement in 
accounting practices are: 


(4 


~~ 








(1) The establishment of an authorita- 
tive comprehensive code of account- 
ing principles to narrow the range 
of present practices. 

(2) The adoption of minimum stan- 
dards of disclosure in financial 
statements. 

(3) The adoption of uniform practices 
within specific industries, for inven- 
tory valuation, depreciation, and 
other items. 

(4) The development of more nearly 
standardized statements that use the 
language of the reader instead of 
the technician. 

On a comparatively minor point which, 
nevertheless, is frequently of great im- 
portance, Paul Kircher, in The Accounting 
Review, January, claims that present 
methods of showing investments in finan- 
cial statements are usually inadequate. 
Considerable improvement would result if 
there were presented: 

(1) A balance sheet which showed origi- 
nal cost and market or estimated 
values at the beginning and end of 
the period for each of the major in- 
vestments. If more than a few are 
involved, a Separate schedule would 
be appropriate. 

An income statement in which divi- 

dends, interest, and investments 

gains and losses would be segregated 
from the results of operations. 

(3) A statement of funds, showing at 
least the gross movements of funds 
into and from major investment ae- 
counts. 


Dealing with consolidated accounts, 
B. J. S. Wimble, in Accounting Research, 
January, expounds the thesis that consoli- 
dated accounts are essentially similar to 
partnership accounts, majority and minor- 
ity interests being regarded as a partner- 
ship or series of partnerships. He applies 
this principle to a series of examples of 4 
holding company with an independent 
business, a holding company with no inde- 
pendent business, a company which at- 
quires control of another company which 
holds some of the first company’s shares, 
and a subsidiary company which acquires 
shares in its holding company. (The acqui- 
sition by a subsidiary company of shares 
in its holding company is prohibited im 
South Africa.) 


~~ 
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4 COMPANY 


R. W. Moon, in Accounting Research, 
January, examines Undistributed Profits 
as a Source of Company Finance. There 
are two main avenues of venture capital— 
private savings and undistributed profits 
ploughed back. The first source has been 
drained, and the second curtailed, by 
acutely progressive taxation. Industry will 
have to rely more and more on its self- 


generated savings in order to finance its 
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future operations, its existing 
fixed and floating the face of 
higher costs, and expand capital resources 
and productive capacity. High taxation, 
he claims, has impeded the process of mod- 
ernization and expansion. The aim of a 
tax on undistributed profits should be to 
bear as lightly as possible on reserves set 


maintain 
assets in 


aside for expansion and development. 


BUSINESS COMBINATIONS 


In The Journal of Accountancy, Febru- 
ary, Edward B. Wilcox analyses the trans- 
actions usually somewhat loosely referred 
to as combinations, consolidations, or mer- 
gers. These are of two distinct kinds: pur- 
chases of one business by another, and the 
joining together of two businesses in which 
nobody really buys out anybody. It is de- 


sirable to distinguish for accounting pur- 
poses between these two kinds. Mr. Wileox 
states criteria for this distinction, and dis- 
cusses the differences in accounting pro- 
cedure in the two kinds, with particular 
reference to the handling of surplus and 
the determination of costs taken into the 
new books. 


COMPANY LAW IN SOUTH AFRICA 


In The Accountant of 7th, 14th, 21st, 
and 28th January, Peter M. B. Rowland 
gives a summary of the report of the Millin 
Commission appointed by the South Afri- 
can legislature to consider the report of 
the Cohen Committee and the U.K. Com- 
panies Act, 1948. Generally, the report 
accepts most of the changes made by the 
1948 Act. Interesting variations include 
the following : 

Private company.—The idea of the ex- 
empt private company is not accepted ; in- 
stead, it is recommended that all private 
companies be made to file copies of their 
balance sheets, but not of their profit and 
loss accounts and directors’ reports. 

Prospectuses.—The recommendations of 
the commission go further than the 1948 
Act in respect of such matters as the dat- 
ing of prospectuses, the writtén consent of 
persous named therein as auditor, solicitér, 


banker or broker, advertisements of 
abridged prospectuses, voidability of al- 
lotments not made in pursuance of an ap- 
plication form issued with and attached to 
a copy of the prospectus, and information 
to be stated in prospectuses. 


Voting rights—The commission recom- 
mends prohibition of the issue of shares 
with differential voting rights except in the 
ease of preference shares. 


Meetings. — It recommended _ that 
proxies should have the right to speak at 
meetings; holders of 1/20th of the total 
voting rights, or alternatively 100 mem- 
bers, should have the right to requisition 
a meeting; extraordinary (but not special) 
resolutions should be abolished; and cireu- 
lated reports of meetings should contain 
a fair summary of material questions asked 
and comments made by those taking part. 


is 


ACCOUNTING AND INFLATION 


This many-headed problem continues to 
be freely discussed all over the world. In 
Accounting Research, January, V. A. 
Hanner describes accounting and taxation 
procedures in Sweden in relation to the 
problem of inflationary profits. The new 
ideas that inflationary ‘‘fictitious’’ profits 
should be eliminated from the profit and 
loss account are quite generally accepted 


in principle. The replacement cost prin- 
ciple is recommended for all purposes of 
cost accounting by the Federation of 
Swedish Industries and the Swedish Stan- 
dards Association, and is acknowledged by 
the Price Control Board. The Companies 
Act now permits companies to increase the 
book-value of fixed assets when their actual 
value is considerably and permanently 
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above former book-value, but the amount 
of the write-up may not be paid out in cash 
dividend : it must be used for a correspond- 
ing write-down of other fixed assets or for 
the issue of bonus shares. This permission 
is seldom used in practice. With some 
limitations, the tax laws leave it to the 
judgment of individual companies to de- 
termine the amount of profit tax in each 
year. Replacement cost accounting and 
even secret reserves are thus encouraged 
for tax purposes. The excess profit tax 
laws are more restrictive, but are deliber- 
ately devised to exempt from taxation fic- 
titious inflationary profits. 

So far as stock is concerned, in general 
most leading Swedish companies report in 
their balance sheets a value for stock that 
is much—often 50% or more—below re- 
placement cost. If a secret reserve is liqui- 
dated, however, that fact must be disclosed. 
Concerning fixed assets, in principle the 
tax laws have not permitted depreciation 
on replacement cost, but in certain cases 
the rules are so liberal that it is possible 
for the taxpayer to use this basis, at least 
to some extent. For example,.if the ex- 
pected lifetime of machinery and equip- 
ment is not more than three years, the 
whole cost may be written off at once; if 
the taxpayer cannot use in any one year 
the full allowance for depreciation, the 
balance may be carried forward ; companies 
and some other-forms of business whose 
tax liability is proportional to taxable in- 
come are granted the right within wide 
limits to ‘‘free depreciation,’’ that is what- 
ever depreciation is charged in the ac- 
counts will be allowed by the tax authori- 
ties. 

In U.S.A. the controversy between ad- 
herents to original cost as a basis for de- 
preciation and the advocates of replace- 
ment cost has largely died down, but has 
been translated into a new controversy on 
accelerated depreciation. Nevertheless, 
there are still many who are seriously 
concerned with the wider problem. Pro- 
fessor William A. Paton has always been 
an independent thinker. One of his best 
articles appears in The Journal of Accoun- 
tancy, January, under the title ‘‘ Measur- 
ing Profit under Inflation Conditions: A 
Serious Problem For Accountants.’’ In 





this article, Professor Paton reviews and 


rejects the objections to the revision of 
recorded costs in the face of a major 
change in the price-level. The objections 
and comments thereon are: 

(1) The present high level of replace- 
ment costs is temporary. This is 
wishful thinking; none of us (ex- 
cept folk*‘on fixed incomes) should 
desire a fall to the pre-war level, 
and the ecredit-creating powers of 
governments will doubtless be used 
to prevent such a fall. 

(2) There has been a large amount of 
construction in recent years at high 
prices, hence statements based on 
money cost do tend to reflect cur- 
rent cost. To some extent this is 
true, but the bulk of American 
plant was acquired some years ago. 
Even if the accounting basis were 
changed, the result would not be 
significant, because it would com- 
mand no recognition in the tax 
structure. There is some force in 
this view, but it does not justify a 
do-nothing attitude on the part of 
the profession. Tax regulations 
should. not dominate accounting 
procedures; accounting has other 
objectives equally or more import- 
ant. 

(4) Revising 


(3 


Sa 


recorded plant dollars 
would not be conservative. Pro- 
fessor Paton is ‘‘all for stressing 
competence, carefulness, integrity, 
good judgment, and so on in the 
field of accounting.’’ sut he 
‘‘wishes that we could abandon re- 
liance on conservatism. If conser- 
vatism means—as it generally seems 
to—minimizing, scaling-down, sub- 
tracting, it obviously has no foree 
as a standard or basic consideration 
to which to refer accounting prob- 
lems.’’ 

In his view, the major reasons for change 
in conventional methods are that present 
accounts are misleading to management, 
and that published financial statements are 
basically inaccurate and even seriously 
misleading at the very time when they have 
assumed an unprecedented degree of social 
importance; they are encouraging misul- 
derstanding and unwarranted attacks on 
private property, particularly venture 
capital in the corporate field. 
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But he confesses that ‘‘when it comes to 
the question of what to do, I haven’t as 
much to: say as when I am making com- 
plaints about the limitations of what we 
are doing.’’ 

Possibilities for systematic amendment 
of existing procedures are: 

(a) Each individual concern to readjust 
its accounts in terms of the eco- 
nomic circumstances and conditions 
impinging on it; and 

(b) That accounts should generally be 
adjusted by the use of index num- 
bers. 

His own reaction is favourable to the 
first approach. Further study of the prob- 
lem is needed. Supplementary calculations 
of cost should be made for the information 
of management, and supplementary finan- 
cial statements should be designed to show 
true income. Accelerated depreciation is 
a policy of minor significance only. 

In The Accounting Review, January, 
Paul Grady discusses Accounting for 
Fixed Assets and their Amortization. 
Fixed asset accounts are continuing his- 
torical accounts: their present balances 
have obviously been affected by any 
changes made in accounting practice over 
many years. They have also been affected 
by tax practices and conservatism both in 
the distribution of costs between capital 
and revenue and in the determination of 
depreciation. 

The accounting profession, despite a 
strong inherent leaning towards cost, 
leaves the door open for revaluation when 
cost is no longer significant. Opposition to 
the recognition of current dollar costs is 
based on method rather than on principle. 
Mr. Grady believes we should take a posi- 
tive stand that fixed asset accounts should 
be dealt with in terms of current monetary 
units wherever the historical cost units are 
materially at variance with the current 
units. Depreciation of fixed assets by the 
production units method should be en- 
couraged. He does not propose that pro- 
vision for plant exhaustion on a current 
price level should be made mandatory, but 
we will seriously default in our profession- 
al liabilities if we do not recognize the 
practice as worthy of inclusion in the 
tealm of acceptability, provided that the 
estimates are objectively determined and 
that the method is to be eonsistently fol- 
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lowed. The principle involved is no differ- 
ent from LIFO and base-stock inventory 
methods. 

James E. Walter, on Accounting and 
Inflation in The Accounting Review, Janu- 
ary, says that the primary function of ac- 
counting is to provide useful data. This 
objective is best attained by valuing assets 
whether consumed during the accounting 
period or not in ‘‘real’’ terms. In the past, 
accountants, while admitting the validity 
of this proposition, have tended to advo- 
cate conservative or reactionary practices 
such as cost-or-market and over-deprecia- 
tion of equipment and original cost. Many 
accountants continue to advocate such 
conservative practices for want of any- 
thing better. LIFO for stock has certain 
advantages, but is an inadequate solution. 
The consequence of its use is a mixed in- 
come statement, and a confused balance 
sheet, but if used as a generic term indi- 
cating that the value of assets held and the 
value at which reserves are charged into 
production cost should be adjusted peériodi- 
cally in accordance with changing price 
levels, it becomes a significant concept 
worthy of further development. 

In The Journal of Accountancy, Novem- 
ber, George D. Bailey discussed Criteyja 
for the use of the Accelerated Depreciation 
Method. 

Stewart Y. MecCullen, commenting in 
The Journal of Accountancy, February, 
on Mr. Bailey’s article, says that it is not 
certain that objective standards -will be 
effective. On balance our best safeguard 
would appear to be elaborate disclosure in 
the annual report. This disclosure might 
take the form of a comparison with 
straight-line or diminishing-balance _re- 
sults. 

A different point of view is expressed by 
James L. Dohr, ‘‘The Next Step in Depre- 
ciation Accounting,’’ in The Journal of 
Accountancy, February. The current use 
of accelerated depreciation is causing 
trouble because it is an essentially incor- 
rect usage. Depreciation is a matter of 
cost determination, not asset replacement. 
The only way of providing funds for re- 
placement is to collect them from eus- 
tomers and retain them till they are 
needed. The next step in depreciation ac- 
counting is to recognize that depreciation 
is a cost of doing business: replacement is 
a financial problem. Managerial policy 
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must be based on information as to all facts 
pertinent to replacement and expansion, 
quite apart from any question as to what 
facts are to be incorporated in the final 
accounts. He goes on to examine straight- 
line, production units, diminishing-balance, 
and operating efficiency as bases for ‘‘sys- 
tematic and rational allocation of depre- 
ciation.’’ Straight-line and production 
units are objectionable in some cases. Allo- 
cation on the basis of relative economic 
usefulness should be a requirement of de- 
preciation policy. 

In more positive terms, K. F. Byrd, in 
The Canadian Chartered Accountant, Feb- 
ruary, describes the diminishing-balance 
method as a long step backwards. Hitherto, 
straight-line has been more favoured in 
U.S.A. English practice has preferred 
diminishing-balance. Now England has 
turned to straight-line, as evidenced by 
the recommendations of the Institute of 
Chartered Accountants in England and 
Wales. For income tax purposes, Canada 
has gone over to diminishing-balance, and 
a past-president of the American Institute 
of Accountants has said the diminishing- 
balance method may become generally 
popular throughout all North America. 
Mr. Byrd’s arguments against diminish- 
ing-balance are: 

It is too simple and makes for bad 
accounting from the point of view 
of records: it is the lazy account- 
ant’s friend. 

The percentage rate under the dimin- 
ishing-balance method must be 24 
times as great as under straight- 
line: this is apt to be overlooked. 

If the rate is adequate, it will be so 
large as to result in very inequit- 
able distribution of the charge for 
depreciation. 

Unwritten-off balances of scrapped 




































site asset figure. 

Another point of view is that of F. M. 
W. Hird, in The Cost Accountant, Janu- 
ary. The amount of depreciation is the 
original cost of equipment, less any pro- 
eeeds realized when the equipment is dis- 
carded. There is a need to set aside some- 
thing more for modernization of premises 
or for increased cost of plant replacement, 
but this is a different matter. In costing, 
depreciation only can be brought into ac- 
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assets may be hidden in one compo- 


(Continued on page 313) 


count; funds to provide continuity are in- 
capable of assessment as an element of 
cost. The inescapable conclusion is that 
provision of adequate funds for replace- 
ment of plant must come from profits: 
such accumulations are appropriations 
from profits, and not a charge against 
them. He cannot agree that the situation 
which now faces us is new, nor that it is 
mainly due to penal taxation. No govern- 
ment can possibly incorporate into its taxa- 
tion, or any other legislation, provision for 
future inflation. Obsolescence is incapable 
of scientific treatment in costs. The dimin- 
ishing-balance method is in closer accord 
with the facts than is straight-line, and it 
ean also act as some hedge against obso- 
lescence. There is no absolute truth in 
either straight-line or diminishing-balance 
method. The production units method has 
much to commend it. Machines do not 
actually wear out as a result of use over 
a comparatively short number of years. 
The need to replace can arise from one, or 
a combination of many, causes, of which 
age and wear are two only, and these are 
probably not the most important. 

Sidney Davidson, in The Accounting Re- 
view, January, on Depreciation and Profit 
Determination, examines the problem from 
the standpoint that profit figures are used 
in several contexts, namely : 

(i) guiding allocation of resources, 

(ii) indicating growth in free corporate 

funds, 

(iii) computing tax liability, 

(iv) measurement of national income, 

(v) indication of the distributive share 

going to profit recipients. 

Computation of depreciation on current 
cost is likely to result in a wiser allocation 
of resources. So far as growth in free cor- 
porate funds is concerned, the problem is 
one of administering available funds 
rather than of determining profits. Its 
solution depends upon educating all i- 
terested groups in the problems resulting 
from rising price levels. 

If depreciation on current cost were per- 
mitted as a deduction for tax purposes, 
other adjustments for price-level changes 
would logically also be required. These ad- 
justments would introduce practical difi- 
culties in collection and enforcement pro- 
cedure. For measurement of national it- 
come, current cost is clearly the proper 
basis, and for indication of the distribv- 
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tive share going to profit recipients, cur- 
rent cost basis seems preferable. 

The article goes on to consider the tech- 
nieal problems of current cost depreciation 
charges, and reaches the conclusion that 
depreciation based on current cost is 
slightly to be preferred in most, though not 
all, profit contexts; the technical difficul- 
ties would be great; and the present does 
not appear to be a propitious time to 
make the change. 

Dealing more particularly with account- 
ing for stock-in-trade, Maurice E. Pelou- 
bet, in The Journal of Accountancy, Feb- 
ruary, reviews a recently-published book 
by Professor Keith Butters on The Effects 
of Taxation on Inventory Accounting and 
Policies. This book is part of a Harvard 
School investigation into the effects of 
taxation on a business, for which an 
amount of $225,000 was made available by 
the Merrill Foundation. The book reveals 
the extent of the use of LIFO, and sug- 
gests that LIFO is a ‘‘financial way of 
life,’? and not merely one of a number of 
inventory methods. It shows also how taxa- 
tion considerations have influenced these 
matters. Mr. Peloubet’s comment on its 
bearing on the problem of accounting and 
inflation is that, assuming that it is un- 
likely that costs will fall to the pre-war 
level, the present answer seems to be an 
income account on a current basis, and a 
balance sheet on a cost basis. 

In Cost and Management (Canada), De- 
cember, Maurice H. Stans makes a critical 
analysis of two bulletins dealing with stock 
accounting issued in 1947 by the Commit- 
tee on Accounting Procedure, American 
Institute of Accountants. He thinks that 
Bulletin 29 leaves much to be desired, and 
that the permitted range of practice still 
needs greater narrowing. On the question 
of inventory reserves, which were dealt 
with in Bulletin 31, he thinks that ‘‘until 
some basie change in business management 
or some sound change in accounting pro- 
cedure can be developed to meet current 
difficulties, accountants must resist the 
adoption of precedures that have no basis 
for objective determination, and no assur- 
ance of consistent application. Certainly, 
the answer to this problem is not for each 
company to decide what its profits shall 
be, or what procedures shall be applied, 


The Australian Accountant 


313 


without regard to the need for orderly and 
consistent practices.’’ 

Finally, in a rather more _ technical 
article in the Accountants’ Magazine, 
Angus McBeath makes a plea for accurate 
stock records, which are more important 
than accurate petty cash accounting. 
Satisfactory stock accounting involves the 
use of stock ledgers, periodical physical in- 
ventory, and annual stocktaking. So far 
as audit procedure is concerned, the King- 
ston Cotton Mills case is now out of date. 
The cost-or-market basis for valuation is 
obscure. Cost has several possible inter- 
pretations, and consistency is_ essential. 
Market value may be interpreted as buy- 
ing value for raw materials, though this is 
controversial, selling value for finished 
stock, and either buying or selling value 
for work in progress. 

It is prudent to set aside out of profits, 
to the maximum extent which profits after 
tax will allow, reserves to meet any poss- 
ible losses which will arise if any recession 
in prices takes place.. 

The addresses of 
this article are as 

The 
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Accountant, 
42 Baker Street, 
London, England. 


The Accountants’ Journal (N.Z.), 
York House, 
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The Accounting Review, 
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The Journal of Accountancy, 
270 Madison Avenue, 
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The Canadian Chartered Aceountant, 
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BOOK REVIEWS 


Australasian Auditing: A. E. Barton, F.c.a. (aust.); 2nd Edition; The Law Book 
Company of Australasia Pty. Ltd., 1949. Pp. xi + 364, price 35/-. 


In those days of about 30 years ago 
when we who are now getting old were 
young and seeking guidance on accounting, 
auditing, and secretarial matters from 
texts written for Australian conditions, 
there were no better-known works than 
Barton’s Accountancy series, of which No. 
4, prepared in 1923, was entitled Austral- 
asian Auditing, and distributed by the then 
well known Coles Book Arcade. 

A Second Edition, prepared some 26 
years after the First Edition, has now been 
published, and described by way of a simi- 
lar subtitle as being ‘‘an exposition from 
an Australasian standpoint of the Law and 
Practice relating to Auditing.’’ The set up 
and printing of the new edition is some- 
what similar to that of the earlier one. 
The author’s preface indicates that the 
task of revision—in view of the numerous 
differenees which exist, though mostly in 
matters of detail, in the laws of the differ- 
ent Australian States and New Zealand— 
has not been a light one, but he claims that 
the law, as it affects the duties of auditors 
in each State and New Zealand, has been 
set out fully. 

With one exception, hereinafter referred 
to, the chapter headings are the same in 
both editions, but in the new edition two 
appendices have been included, viz.: one 
relating to accounting principles, and the 
other containing a specimen report to 
Directors. ‘ 

A useful synopsis of chapters has also 
been added, together with an explanatory 
note about the lack of uniformity in the 
use of capital letters in relation to words 
such as balance sheet, profit and loss ac- 
eount, ete. 

Most of us dislike being critical of an old 
friend, but it must be admitted that too 
close an adherence to the original text, 
when thoughts have changed in the inter- 
vening years, leaves the feeling that the 
revision has not been carried so far as the 
change which has taken place in the nature 
of auditing really warrants. The objects 
of an audit are stated to be, in both First 


and Second Editions, to discover errors for 
the purpose of ensuring that the books will 
show the financial position and the final 
results as accurately as it is possible to 
ascertain. Another Australian text on 
auditing defines the main purpose of the 
ordinary financial audit to be ‘‘to ascer- 
tain (and to report his opinion as to) the 
correctness of the financial position 
shown in the balance sheet and the net in- 
come contained in the accompanying 
revenue statement.’’ Detection of errors 
and fraud are given secondary and tertiary 
places respectively by this other author, 
and it is with his view rather than that of 
the author of the text now under review 
that it is thought most practitioners will 
agree. This may be said to be a distinction 
without a difference, but any reader think- 
ing this is so is invited to re-examine the 
matter. 

Though the word ‘‘certificate’’ has been 
eliminated in the new edition from the 
chapter originally headed ‘‘ His certificate, 
report and statements,’’ and a very clear 
reason is given (at p. 87) why the word 
‘*eertificate’’ is no longer used, there are a 
number of references in the text of other 
chapters to an auditor’s ‘‘certificate’’ and 
to ‘‘certified,’’ ‘‘certify,’’ and ‘‘certify- 
ing.’’ These appear to be out of harmony 
with the text of Chapter VII and with 
present-day thought in Australia about the 
use of such words. 


In view of the context in which refer- 
ences to the English Companies Act of 
1908 and Victorian Local Government Act 
1893 and some other legislation appear, the 
quotation of the latest Acts would seem 
more appropriate than those mentioned in 
the text. 


Notwithstanding the feeling that some of 
the revision (which admittedly, as the 
author states, is no light task) has not been 
earried sufficiently far, the new edition 
will be welcome to practitioners and 
students alike, for a study of its pages will 
provide them with the origins of many of 
the developments in auditing practice and 
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Book Reviews—continued 

procedure, which it is highly desirable that 
those who would master their profession 
should thoroughly understand. Further- 
more, though audits of detail are now being 
superseded by audits of principle even in 


the case of concerns which are not in the 
class of ‘‘big companies,’’ the ground work 
learned from this text, which covers a very 
wide range, will be found to be invaluable. 


—J.W.R. 





FEDERAL LAND TAX RETURNS 


The Deputy Commissioner of Taxation (Central Office) draws attention to the 
fact that Federal Land Tax returns of land held at midnight on the 30th June, 1950, 
are due to be lodged with him at Box 769 G, G.P.O., Melbourne, on or before the 31st 


August, 1950. 


Persons are liable to lodge returns where unimproved value of land held exceeds 
£4,000. Companies and absentees are required to furnish returns irrespective of the 


unimproved value of land held. 


Where a land owner has furnished a return for prior years and there has been 
a change in holdings during the year ended 30th June, 1950, a return on Form C 
must be furnished. If there has been no change in holdings during the year ended 
30th June, 1950, a return on Form CA should be lodged. If no prior return has 


been lodged, Form A should be used. 


The Act provides for the imposition of penalty for late lodgment. 
Forms of returns are available at Post Offices and at the Central Taxation Office, 
London Stores Building, 152 Elizabeth Street, Melbourne. 
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THE CASE FOR 
REGISTRATION OF ACCOUNTANTS 


[In our July issue we published a memorandum from the President of the Com- 


monwealth Institute of Accountants, Mr. 


NM. S. Young, F.I.C.A., stating the views 


of his General Council regarding registration of accountants. 
The following ‘‘Case for Registration’’ is submitted by the General Council of 
the Commonwealth Institute of Accountants. ] 


PART I—THE NEED FOR REGISTRATION 


1. The responsibilities of accountants 
have broadened, not only in scope, but in 
social significance. As each other profes- 
sional service attained this position, the 
State found it necessary to impose educa- 
tional and ethical standards in the interests 
of the community in general. The import- 
ance of the services of accountants now 
justifies similar legislative control and 
recognition. 

2. Registration of accountants is an ac- 
complished fact in the United States of 
America, India, South Africa, New Zea- 
land, and most European countries. In all 
these countries the interests of the com- 
munity are safeguarded by the provision 
of official means of distinguishing between 
qualified accountants and other persons 
who offer to render accountancy services. 

3. The need for like action in Australia 
will now be dealt with more specifically 
under the headings of: (a) means of dis- 
tinguishing the qualified from the unquali- 
fied accountant, (b) means of ensuring 
minimum standards of training, and (c) 
means of maintaining professional discip- 
line. 


(a) Distinction Between Qualified and 
Unqualified 

4. There is a need for a ready means by 
which the public can distinguish between 
the qualified and the unqualified account- 
ant. The established Institutes of Account- 
ants have endeavoured over many years to 
increase the confidence of the business 
community in the employment of qualified 
accountants and auditors by admitting to 
their bodies such persons only who have 
passed satisfactory examinations in the 
theory and practice of accountancy, and by 
the prevention of illegal and dishonourable 
practices. This work is undermined by the 
advent of new Institutes which freely offer 
membership to all and sundry, without any 
adequate test of competency. Moreover, 
there is nothing to prevent any untrained 


person from commencing to practice as a 
public accountant, or from holding him- 
self out as qualified to accept a position 
involving technical accounting responsi- 
bilities. 

5. The most satisfactory way of safe- 
guarding the public from incompetent ser- 
vices is by providing it with an official 
register of qualified accountants. Once this 
register is established, the public should be 
substantially free to choose whether or not 
it will employ an accountant who has 
undergone a formal course of training. An 
exception to this general rule would be in 
respect of classes of work involving legal 
responsibilities, such as the audit of the 
accounts of incorporated companies. 

It cannot be too strongly emphasised 
that registration is sought on the 
grounds of protecting the public from 
untrained and inexperienced laymen, 
and not as a device for creating a pro- 
fessional monopoly. 

6. The need for distinguishing between 
the qualified and unqualified person has 
already been met to some degree by the 
Commonwealth and various State Govern- 
ments through the registration of tax- 
agents, trustees in bankruptcy, auditors of 
accounts of companies, municipalities, 
friendly societies, and under the Common- 
wealth Life Assurance Act. It is submitted 
that registration of the profession as a 
whole is a more rational approach to the 
problem than separate registers for par- 
ticular purposes. 

(b) Standards of Training 

7. Special competence, acquired as- the 
result of intellectual training and special- 
ised experience, is the characteristic fea- 
ture of a profession. While techniques will 
be improved and must be mastered by the 
successful accountanf, the future members 
of the profession will require more than 
ever an understanding of the background 
of accounting in its relation to the eco- 
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nomic life of the community. But there 
are at present no means by which the _gen- 
eral nature of education and training can 
be extended. If the standards adopted by 
all existing Institutes are raised, there is 
nothing to prevent anyone from starting 
a new Institute. 

8. It is submitted, therefore, that mini- 
mum standards of education and training 
should be prescribed by an official author- 
ity, as in the cases of medical, legal, and 
other professions. Registration is the most 
practicable means of safeguarding the pub- 
lie against incompetence due to a lack of 
training, obsolete syllabuses, or inadequate 
examination requirements. 


(c) Maintenance of Professional 
Discipline 

9. The established Australian Institutes 
have imposed on their members rules of 
conduct designed to safeguard the public 
and the profession from undesirable prac- 
tices. But accountants who are not mem- 
bers of one of these Institutes are subject 
to no disciplinary control whatever. These 
include many accountants trained at uni- 
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versities and technical colleges, who have 
not. joined an Institute. 

10. Adherence to rules of professional 
conduct is not merely a domestic affair 
among accountants: it has a social signi- 
ficance which may prove on occasion to be 
in conflict with the interests or wishes of 
clients or principals. This development 
was particularly noticeable during the war 
in connection with defence contracts, taxa- 
tion, and price control,*and will be even 
more important in the future. It is re- 
ferred to by the Cohen Committee on Com- 
pany Law Amendment in the following 
terms: ‘‘Auditors use their influence to 
persuade directors to present their ac- 
counts in accordance with the principles 
laid down by the professional bodies to 
which they belong, but in the absence of 
statutory requirements they cannot over- 
ride the directors and in some cases may 
be deterred from pressing their views by 
fear of losing their position as auditors.’’ ! 

11. As in the ease of educational stan- 
dards, no one Institute can lay down rules 
of conduct which will be observed through- 
out the profession. Registration is the only 
means by which proper control and ade- 
quate safeguards can be imposed in the 
interests of the community. 


PART II—THE NEED FOR REGISTRATION OF BOTH PRACTISING AND 
NON-PRACTISING ACCOUNTANTS 


1. In its initial stages, accountancy as a 
profession was largely comprised of prac- 
tising accountants. It has since expanded 
in directions not foreseen by its founders. 
A most pronounced trend in recent times 
has been the full-time employment of 
qualified accountants within industry and 
commerce. In that capacity they have con- 
tributed materially to the development of 
accountancy practice, they have played an 
important part in the movement towards 
more informative accounts, and they have 
created one of management’s most effective 
tools of control. The emergence of the non- 
practising accountant as an integral part 
of the profession is acknowledged by Sir 
Harold G. Howitt, G.B.E., D.S.O., F.C.A., 
a former President of the Institute of 
Chartered Accountants in England and 
Wales, in these words: ‘‘I have felt it in- 
cumbent on me in any considered review 
of the profession to refer separately to the 
practising and the non-practising member. 
In truth, however, I regard the latter as an 


integral part of the profession, and I hope 


they so regard themselves. There is no 
point in my speaking of their future. It is 
in their hands and ‘the sky’s the limit.’ 
May many of them attain it. May they 
also continue to render such valuable 
assistance as they have already done to the 
Institute as members of the Council, of the 
Taxation and Financial Relations and 
other committees, and even more, in the 
prestige which their progress in many 
fields reflects upon it.’’? 

2. This trend in the development of 
managerial accountancy is reflected in the 
growth in the numerical strength of the 
Institutes of Accountants and in changes 
in the constitution of their memberships. 
The following table shows the growth of 
membership of the four largest Institutes 
in Australia: 


*H.M.S.0O. Comd. 6659, p. 54. 
dix for comments of Commonwealth 
missioner. 

* The Accountant, 10th January, 1948, p. 25. 


See also appen- 
Prices Com- 
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1949 
7,500 
5,950 
1,900 


1919 
702 
1,341 


Australia — 


Federal Institute of Accountants .. 

C’wealth Institute of Accountants 

Assn. of Accountants in 

Institute of Chartered Accountants 
in Australia (formed in 1928 by 
admission of practising members 
of existing Institutes) 


3. Members of the Federal and the Com- 
monwealth Institutes and of the Associa- 
tion of Accountants are predominantly 
non-practising accountants. The Char- 
tered Institute was founded exclusively for 
practising members, and its members who 
are no longer in practice are transferred to 
a separate list and may not describe them- 
selves as Chartered Accountants. There is 
a tendency, however, for the proportion of 
members on that separate list to grow, as 
the following figures indicate: 1939, 18%; 
1944, 21.7% ; 1949, 26%. 


4. The development of managerial and 
industrial accountancy, and the tendeney 
for the ratio of non-practising to practising 
accountants to increase, clearly establishes 
the need to register both sections of the 
profession. This need was recognised in 
New Zealand, where both practising and 
non-practising accountants were registered. 
It is the procedure followed in the older 
professions. No distinction, as far as regis- 
tration is concerned, is drawn between a 
doctor who practises on his own account 
and a doctor exclusively employed, for ex- 
ample, in a hospital or a department of 
health ; or between a lawyer in practice and 
a lawyer engaged by a private firm or in 
the public service. 


(1930) 
“1,693 3,050 


5. There is a tendency to think of a code 
of ethics in relation to the practising mem- 
bers of the profession only. This largely 
results from the legal obligations of audi- 
tors to report to shareholders on the ac- 
counts of companies. In the faithful per- 
formance of this duty, the auditor may be 
brought into conflict with directors of com- 
panies who virtually determine his ap- 
pointment. The non-practising accountant 
also assumes legal and social obligations 
likely to bring him into conflict with his 
employers. These may arise in connection 
with duties as secretaries of companies and 
as public officers for purposes of taxation 
and the compilation of statistical and finan- 
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cial statements for various government 
authorities, particularly in respect of taxa- 
tion and price controi.* In these respects, 
the . non-practising accountant is not 
merely concerned with doing a job to the 
satisfaction of his employer. He is con- 
cerned also with doing that job in accord- 
ance with recognised standards of pro- 
fessional integrity. 


6. There is, moreover, an _ increasing 
realisation of the inter-relationship of the 
work of the practising and non-practising 
accountant. The former knows that he can- 
not insist on a greater measure of dis- 
closure in published accounts than is re-. 
quired by the Companies Acts. The latter 
appreciates the assistance he can obtain 
from the practising accountant in respect 
of the design of accounts and on many 
highly technical aspects of accounting. 
Then there is the obvious factor that any 
general improvement in accounting tech- 
nique must either emanate from within an 
establishment itself or be effected with the 
closest co-operation between the internal 
and external accountant. 


7. It is these developments which no 
doubt led one of the oldest Institutes of 
practising accountants in the world, 
namely, The Institute of Chartered <Aec- 
countants in England and Wales, to elect 
non-practising accountants to its Council. 
Addressing a meeting of the Committee 
responsible for the preparation of the 
Statements on Accounting Principles 
issued by the Institute, a former President 
of that Institute, Mr. Gilbert D. Shepherd, 
said, on 26th November, 1947: ‘‘ When the 
Charter was granted on 11th May, 1880, 
the possibility that a large number of emi- 
nent chartered accountants might be en- 
gaged in commerce and industry was not 
visualised. Our experience in the past five 
years has proved that these members are 
as keen as any others for the maintenance 
of the standards of the Institute and of the 
integrity of the profession. . . .’’ 4 

8. Attempts made to register practising 
accountants only in England (twice), in 
Victoria (twice), and in Queensland 





*See appendix for comments of Commonwealth 
Prices Commissioner, which apply equally to prac- 
tising and non-practising accountants. 

*The Accountant, 13th December, 1947, p. 382. 


(Continued on page 319) 
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(once) have failed because of protests 
from accountants nof in practice. In view 
of the growing importance of the work of 


PART IlI—FORM 


Retention of Existing Institutions 


1. There are four bodies of accountants 
which have been in existence for many 
years—one of them was formed as far back 
at 1886 and another in 1894. The aggre- 
gate membership of these bodies in 1949 
was approximately 18,400, but as some 
members belong to more than one body the 
net total was somewhat lower. Each body 
conducts examinations of its own, and so 
prescribes a standard of education for 
entry into the profession. As a result, these 
bodies have over the years influenced the 
standard of accounting knowledge in all 
States of Australia. 

2. In more recent years, the universities 
of Australia have undertaken the teaching 
of accountancy. The universities are being 
encouraged to take an interest in account- 
ancy, as they have a proper appreciation 
of the need for keeping in touch with ecur- 
rent developments in accountancy and the 
desirability of engaging in research. More- 
over, the universities can exercise a most 
beneficial influence on the standard of ac- 
countanecy knowledge in the community, as 
demonstrated by the course given at the 
University of Melbourne. An interesting 
development in this connection is the ar- 
rangement for the training of accountants 
recently made by the English Institutes 
with the universities of that country. 

3. And now the Education Department 
of Victoria and the technical colleges have 
become interested in the teaching of ac- 
countancy up to a standard which has 
justified the issue of a certificate or dip- 
loma on completion of the course. 


4. With all these institutions conducting 
independent examinations it is inevitable 
that there should be wide variations in 
scopes of subjects and standards. As men- 
tioned in Part I of this memorandum, 
there is an urgent need for some official 
determination on minimum standards of 
education and training which should be re- 
quired of all persons wishing to practise 
the profession of accountancy. It would, 
however, be an unwarranted duplication of 
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non-practising accountants as noted above, 
the justification for their participation in 
legislative protection is much greater to- 
day. 


OF REGISTRATION 


effort and waste of accumulated experience 
for any government to set up another ex- 
amining body. 

5. The same ends can be achieved by 
establishing a registration authority with 
powers to determine minimum standards 
of competency and with powers to accept 
the examinations of such institutions as 
maintain or exceed those standards. This 
was the way in which the medical pro- 
fession in England was co-ordinated for 
the purpose of safeguarding the public. 

6. Prior to 1858, a qualification to enter 
the medical profession could be gained at 
one of numerous universities, colleges, hos- 
pitals, and ancient corporations. The Medi- 
cal Act of 1858 created the General Coun- 
cil of Medical Education and Registration 
of the United Kingdom, usually known as 
the General Medical Council. This Council 
neither teaches nor examines. Its function 
is to maintain a register and, in adminis- 
tering the powers conferred on it, can en- 
force such minimum standards of educa- 
tion and examination as it pleases. But 
there is nothing to prevent any examining 
body from demanding more than the mini- 
mum standard. Thus is provided a means 
of attaining additional distinction in the 
profession, such as a Doctorate of Medicine 
at a university or Fellowship of the Royal 
College of Surgeons.® 

7. More recently, the major institutes of 
accountants in England and Scotland have 
agreed on a form of registration which pre- 
serves the right of the profession to govern 
itself, yet safeguarding the public from 
incompetent service.® 

8. It should be noted also that the 
Medical Acts and Legal Practitioners Acts 
of the various States do not set up addi- 
tional examining bodies. They establish 
registers and vest appropriate authorities 
with powers to recognise university or 
other examinations. 





®See The Professions, pp. 83-89. 


*See Accountancy, June, 1946, for copy of draft 
Bill and explanatory memorandum. 
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9. Registration of the profession in the 
manner suggested would give existing ac- 
countants a legislative status, would en- 
sure that future accountants are adequate- 
ly qualified to render efficient service to 
the public, and would establish the legal 
machinery for controlling the conduct of 
a registered person. It would not, how- 
ever, supersede the Institutes in providing 
the services they extend to their members. 
In addition to the Act of Registration, each 
of the older professions has an organisa- 
tion which disseminates professional know- 
ledge and inculeates sound practice. Such 
an organisation or organisations will need 
to be maintained for accountants. 


10. In order that the importance of the 
work of the Institutes might be duly em- 
phasised, the following list of activities of 
the various bodies is provided : 

(a) Examination of candidates for en- 
try into the profession and co-opera- 
tion with the university, Education 
Department, and technical college 
towards this end. 

Students’ societies. 


Maintenance of up-to-date libraries. 


Publication of monthly journals 
and other technical works. (The 
journals are freely used by business 
enterprises. ) 
PART IV—OUTLINE OF 
The following scheme is suggested as a 
means of protecting the public, of reliev- 
ing the government of the necessity of 
establishing ad hoc registers, of safeguard- 
ing the rights of qualified accountants, of 
maintaining self-government in the pro- 
fession, and of preserving the useful fune- 
tions of existing Institutes of accountants. 
1. That qualification for registration be 
membership of a recognised Institute of 
accountants and that no person be regis- 
tered unless he is, and continues to be, a 
member of a recognised Institute. 
CoMMENT.—In the first place, the pro- 
visions preserve the rights of members of 
all existing Institutes of good standing. 
In the second place, it provides that per- 
sons with the necessary academic qualifica- 
tions and experience shall first become a 
member of a recognised Institute before be- 
coming eligible for registration. Thirdly, 
it provides that all persons registered shall 
remain members of a recognised Institute. 
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(e) Courses of study in specialised 
phases of accountancy and en- 
couragement of research in accoun- 
tancy by lectures, periodical offers 
of prizes, and the organisation of 
discussion groups. 

Appointment of expert committees 
to study accounting standards and 
terminology. Pronouncements of 
similar committees of English and 
American Institutes have had a pro- 
found influence on accounting prac- 
tice in those countries and also in 
Australia. The Cohen Committee on 
Company Law Amendment recently 
commended the work of one of the 
committees in England. 
Employment registers for members 
and students. 

The arrangement of accounting con- 
gresses at which technical papers 
can be presented and discussed. 

(i) Sponsoring of visits to Australia of 

eminent authorities on accountancy 

from overseas. 

Service to the community through 

assistance rendered to government 

departments and various commer- 
cial bodies on matters pertaining to 
accountancy and finance. 

The promotion of social relation- 

ships between members by meetings, 

luncheons, and lectures. 


REGISTRATION SCHEME 

These provisions are necessary in order 
that the essential disciplinary control might 
be exercised through the recognised Insti- 
tutes rather than by a separate tribunal. 
Moreover, the persons concerned will de- 
rive great benefit from association with an 
Institute of accountants which renders the 
services set out in Part III. As one of the 
Institutes concerned already recognises 
university, Education Department, and 
technical college examinations, no difficulty 
will be experienéed by persons qualifying 
through such institutions in gaining mem- 
bership of a recognised Institute. 

2. That a Registration Board be ap- 
pointed, consisting of a chairman ap- 
pointed by the State government, the Dean 
of the Faculty of Commerce or Economics 
in the university of the particular State, 
the head ofthe School of Accountancy in 
the principal metropolitan technical col- 
lege, and one representative of the State 
Council of each of The Institute of Char- 


(J 


(k) 
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tered Accountants in Australia, Common- 
wealth Institute of Accountants, Federal 
Institute of Accountants, Association of 
Accountants of Australia, The Austral- 
asian Institute of Cost Accountants. 

ComMENT.—A Board constituted in the 
manner suggested would enable the pro- 
fession to retain the right to govern itself 
ani yet provide for the responsibility to 
be shared by the State government and 
educational authorities. 

3. That the functions of the Registration 
Board primarily be: 

a) The granting or refusal of licences 
under the Act. 

(b) The keeping of a roll of persons 

licensed under the Act. 

The investigation of the qualifica- 
tions required by any Institute of 
accountants applying to the Board 
for registration as a recognised In- 
stitute. 

The keeping of a register of the 
recognised Institutes. 

The determination of the conditions 
upon which a person, not being a 
member of any of the recognised 
Institutes, shall be deemed to be 
qualified for the purpose of obtain- 
ing a licence under the Act. 

The maintenance and, as may be 
practicable and desirable, the im- 
provement of the status and stan- 
dards of professional qualifications 
of accountants. 

The exercise of the disciplinary 
powers conferred by the Act. 

CoMMENT.—The powers contained in 
this clause would enable the Registration 
Board to lay down minimum requirements 
for edueation, examinations, and other 
qualifications of applicants for registra- 
tion. Under them, the Board could recog- 
nise the examinations conducted by any 
Institute of accountants, university, Edu- 
cation department, technical college, or 
oversea body. It could cease to recognise 
the examinations of any such institution, 
and in this way maintain its minimum 
standards. With these powers at its dis- 
posal, it would be unnecessary to give the 
power to conduct examinations of 
its own. 

The Board would need to determine the 
extent of experience required of appli- 
cants. This varies widely as between the 
Institutes, and no practical experience is 


Soard 
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required for a university degree or depart- 
mental or technical college diploma em- 
bracing accountancy subjects. 

The Board should have power to make 
general rules governing the ethical con- 
duct of registered accountants. Here again, 
variations occur as between the Institutes, 
and discipline can be avoided by refrain- 
ing from joining an Institute. 

In the case of the registered Institutes, 
each will continue to exercise the disciplin- 
ary powers laid down in its own constitu- 
tion. In the event of any one of those In- 
stitutes notifying the Registration Board 
that a person has been excluded from mem- 
bership, that person’s licence would forth- 
with be withdrawn. Power would need to 
be vested in the Registration Board, how- 
ever, to take action in the event of an un- 
licensed person holding himself out to be 
registered. 

4. That members of recognised Insti- 
tutes be automatically entitled to registra- 
tion providing such Institutes maintain the 
standards of educations and other quali- 
fications and the standards of ethical con- 
duct as determined by the Registration 
Board. 

CoMMENT.—This clause preserves the 
rights of members and of future members 
of existing Institutes so long as such In- 
stitutes maintain satisfactory standards of 
examinations and experience requirements. 
If the Board were to refuse to recognise 
any but existing Australian Institutes, 
there would be little inducement for the 
formation of new Institutes. Moreover, 
determinations of the Board on standards 
of examinations would ultimately lead to 
a greater uniformity of practice among 
members of all Institutes. 

5. That, apart from observing the over- 
riding provisions regarding qualification 
and ethical conduct as determined by the 
Registration Board, each of the recognised 
Institutes be entirely free to pursue its 
own course and that the members of each 
Institute be free to use the letters or desig- 
nation of such Institute. 

CoMMENT.—Reecognition of the Insti- 
tutes in this way Will preserve their iden- 
tity and extend their usefulness. An amal- 
gamation of Institutes would benefit mem- 
bers in many ways, because a pooling of 
resources would facilitate an extension of 
services. On the other hand, with the evils 
of low standards removed, a healthy com- 
petition among Institutes can lead to desir- 
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able results, as in the case of specialisation 
carried out under the aegis of the various 
universities, colleges, hospitals, and cor- 
porations recognised by the General Medi- 
eal Council in England. A Fellowship of 
the Royal College of Surgeons, for in- 
stance, is a distinction greatly prized by 
the profession. It is accepted as an indi- 
cation of the possession of greater qualifi- 
cations than is required for basic registra- 
tion. 

6. That no person be permitted to des- 
eribe himself as a Registered Accountant 
unless he has been admitted to the Register 
as such. 

CoMMENT.—With the exception of the 
classes of work mentioned in the next 
paragraph, the mere right to use the title 
of Registered Accountant does not in it- 
self confer any special privilege. It is the 
task of the professional bodies to ensure 
that the qualified accountant receives 
proper public recognition. These efforts 
need not be concentrated on the public ac- 
eountant. There are many full-time posi- 
tions carrying heavy financial responsi- 
bilities which should be reserved to accoun- 
tants who have satisfied the Registration 
Board that they possess the necessary 
knowledge and experience. The _ profes- 
sional bodies could ensure that the terms 
of appointment for such positions stipu- 
late the possession of a registration certifi- 
eate. In this and other ways the public 
could be educated as to the value of em- 
ploying fully-qualified accountants either 
in a professional or full-time eapacity. 

7. That persons, other than persons ad- 
mitted to the register, be not permitted to 





August, 1950 


undertake certain classes of work, such as 
the audit of the accounts of incorporated 
companies. 

CoMMENT.—A great deal has been writ- 
ten about the difficulty of defining the 
scope of accountancy. But it is not essen- 
tial to do so for the purposes of registra- 
tiow. It is not essential to restrict the whole 
field of accountancy to Registered Ac- 
countants. All that is necessary is to re- 
serve to them certain classes of work of 
outstanding public importance. This is the 
procedure followed in the medical profes- 
sion, where no attempt is made to define a 
doctor’s work. Apart from restricting the 
use of such titles as ‘‘doctor,’’ ‘‘medical 
practitioner,’’ ete., the Medical Acts of the 
various States merely prevent an unregis- 
tered person from suing for fees, issuing 
specified certificates, and from being ap- 
pointed to certain professional positions. 

Care will need to be exercised in respect 
of the classes of work which should be re- 
served to Registered Accountants in the 
first instance. On the other hand, the 
original list can be added te or amended 
from time to time, thus introducing a de- 
gree of flexibility. 

As mentioned in the body of the Case, 
registration of accountants achieves two 
objectives: it provides the public with a 
means of distinguishing between the quali- 
fied and unqualified accountant, and it 
relieves the government of the necessity 
of establishing separate registers for special 
purposes. Once these objectives have been 
achieved, the public would be free to con- 
sult any person, whether registered or not, 
in respect of all other classes of work. 


APPENDIX 


Extracts from address by Mr. M. E. 
McCarthy, A.F.I.A., Commonwealth Prices 
Commissioner, delivered to members of the 
Canberra Branch of the Commonwealth In- 
stitute of Accountants: 

‘‘It is at this point perhaps that I 
shoud elaborate my earlier inference that 
a few accountants are straining their pro- 
fessional consciences. It is my belief that 
it is part of an accountant’s job to record 
the facts relating to a business in an ortho- 
dox and intelligible way. Even before 
price control, many accountants were not 
doing that. They had, unfortunately for 
the profession, succumbed to pressure 
from managements and were willing to 


(Continued on page 323) 


produce a set of documents which might 
fulfil legal requirements but which would 
conceal many of the facts that the owners 
of the business—the shareholders—should 
know. Ingenuity was evidenced not in 
new methods of disclosure, but in new 
methods of concealment. The same in- 
genuity is in ‘evidence to-day. In some 
cases departure from the orthodox has been 
influenced by an attempt to smother up 
price control irregularities, but it is prob- 
able that the high rate of taxation has had 
an effect as well.’’ 

Mr. McCarthy then mentioned some 
specific irregularities used in attempts to 
mislead price control investigators, such 
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as the undervaluation of stock, the shifting 
of expenses from the Profit and Loss Ac- 
eount to the Trading Account, and the 
charging of capital expenditure against 
costs, for which, in his opinion, the ac- 
countant cannot escape a measure of res- 
ponsibility. He concluded, however, by 
saying : 

‘‘T do not want to over-emphasise what 
might be called shortcomings of the ac- 
ecountaney profession or to hint that cer- 
tain tendencies to degrade the profession 
are widespread. They are not. The ac- 
ecountants generally are doing a very fine 
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job, in spite of the numerous calls on their 
time and energy. When the Commissioner 
decided to take the accountancy profession 
into partnership in order to run price con- 
trol, he made a very wise decision—a de- 
cision he has no eause to regret. At the 
same time, a little introspection does no 
harm, and it is as an aceountant as well 
as a Price Controller that I give expression 
to opinions based on a very interesting 
and instructive experience during the last 
five years.’’ 


—The Australian Accountant, July, 
1945, pp. 236, 237. 





COMMONWEALTH INSTITUTE 
OF ACCOUNTANTS 


ADMISSIONS AND ADVANCEMENTS 


VICTORIA 
Provisional Associates: 


Messrs. J. E. Ellison-Smith, E. A. Kuhn, N. Schindler. 


Associates: 


Messrs. G. R. Baird, K. H. Bruce, R. Burns, F. C. Freitag, H. M. Hamilton, 
D. J. Lenne, B. Lewis, L. J. Mangan, L. F. Reynolds. 


Names Removed from Register: 


Messrs. E. J. Edwards (resigned), V. T. Hodgson (deceased), D. F. Neilson 


(deceased ). 
NEW SOUTH WALES 


Provisional Associates : 


Miss D. E. Lamb and Messrs. A. J. Berriman, J. R. Brennan, W. IH. Delves, 
E. R. L. Kay, D. R. Kirkby, A. B. McDonald. 


Associates : 


Messrs. T. A. Fettes, R. S. Greig, J. S. A. Powell, R. R. South, E. I. Wallis. 


Names Removed from Register: 


Messrs. A. 8. Brown (resigned) and W. J. Wilcocks (resigned). 


QUEENSLAND 
Associate : 
Mr. H. H. George. 
Advanced to Associate: 
Mr. C. G. Vaughan. 
Advanced to Fellow: 
Mr. J. H. Pollock. 
Name Removed from Register: 
Mr. D. A. Campbell (deceased). 
SOUTH AUSTRALIA 
Re-admitted as Associate : 
Mr. R. E. Murray. 
Name Removed from Register: 
Mr. C. T. Andrews (deceased) 
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TASMANIA 
Provisional Associates : 


Messrs. E. R. Bowes, G. P. Riley, N. J. Ruddock. 


Associate : 
Mr. J. V. Doyle. 


THE AUSTRALASIAN INSTITUTE 
OF COST ACCOUNTANTS 


ADMISSIONS AND ADVANCEMENTS 


VICTORIA 
JUNE— 
Associates : 


Messrs. W. H. Allen, W. A. Dick, J. E. Hambleton, R. McK. Neave. 


Provisional Associates : 


Messrs. A. L. Campain, G. T. Davey, W. J. Hopper, W. R. J. Hunter, L. E. C. 
Patison, D. C. McCulloch, J. M. Shaw, A. E. Smith, H. L. Williams. 


JULY— 
Associates : 


Messrs. P. R. Demaine, R. V. Dennis. 


Provisional Associates: 


Messrs. J. A. Cruikshank, N. D. Duke, A. E. Firth, A. K. Jones, D. D. 


Millerd, J. K. Proud. 
Re-admission: 


Mr. W. J. Thorn, from New Zealand. 


NEW SOUTH WALES 


Associates: 


Messrs. K. J. Eyles, N. F. Tester-Harber. 


Provisional Associate : 
Mr. D. Brown. 
Transfers: 


Transferred from Victoria: Mr. B. K. Smart. 
Transferred from W.A.: Mr. C. A. Collins. 
Transferred to Queensland: Messrs. W. J. Guy, D. F. Willington. 





PUBLICATIONS RECEIVED 


Study Methods for Articled Clerks, by 
Ancrum F. Evans, Chartered Accountant ; 
pp. 16, U.K. price 2/6. A pamphlet in- 
tended for accountancy students who ex- 
perience difficulty with their examinations. 


Make Your Money Grow, by W. H. 
Roserts, B.Eec. (Syd.); published by 
Angus & Robertson, pp. 109, price 8/6. A 
useful guide for stock exchange investors ; 
gives all the essential prerequisite infor- 
mation for a sensible approach to the prob- 
lems of share trading; contains many help- 
ful chapters on stock market procedure, 
types of securities traded on the stock mar- 
ket, determining a policy, economies of in- 
vestment, market movements, new flota- 
tions, mining stocks, and ethics of share 
dealing, ete. A useful book both for the 
inexperienced and the practised investor. 


Development of the Accountancy Pro- 
fession in India, by Sirpar P. S. Sopnpans, 
F.C.A.; pp. 33, published by The Indian 
Chartered Accountant. A comprehensive 
survey of development of the profession in 
India. 

Business Methods and Organisation for 
House Builders and Contractors, by 
ArTHUR W. Hopkins; pp. 60, published by 
The Ken-Pax Publishing Co. Ltd., Kings- 
way Hall, London. A guide to organisa- 
tion for builders and contractors, econtain- 
ing useful chapters on financing, estimat- 
ing, office organisation and lay-outs, sys- 
tems of records, material and stores con- 
trol, and specimen financial accounts. Al- 
though this booklet is written for readers 
in the United Kingdom, most of the prin- 
ciples are adaptable to Australian condi- 
tions. 
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LEGAL SECTION 


Edited by 
J. M. GREENWOOD, LL.B., F.1.C.A. 


CONTRACT CONTAINING A “FOREIGN ELEMENT” 


Whenever a contract contains a ‘‘ foreign 
element’’ it is necessary to decide what is 
the ‘‘proper law’’ by which the rights and 
liabilities of the parties are governed in 
the event of a dispute. The parties may 
have different domiciles, or the place of 
execution may be in one country and of 
performance in another. Some contracts 
expressly declare the law to be applied, but 
with others the intention of the parties, or 
what is presumed to have been their in- 
tention, must be ascertained by interpret- 
ing the contract and deciding whether the 
which bind it to one country are 
than those which bind it to 


links 
stronger 
another. 

The High Court had recently to adjudi- 
cate upon a contract of the latter type. 
The company was incorporated in Victoria 
and carried on business substantially in 


Australia, where itS assets were situated. 


The debenture stock was first issued in 
1893, but the trust deed had been amended 
on various occasions up to 1939. The trus- 
tees for the debenture holders were resi- 
dent in England, and the original negotia- 
tions for the issue of the debentures had 
taken place in England. It was proposed 
to redeem the stock in 1948 under the trust 
deeds, but, prior to the last amendment 
the rate of exchange between the English 
and Australian currencies had moved from 
parity to the point where £E100 = £A125. 
The question for determination was in 
what currency the debenture holders were 
entitled to receive repayments, and the 
deeds were silent. 

On the English side were the negotiations 
for the issue of the debentures, the sub- 
scription of most of the money, the resi- 
dence of the trustees (whose consent was 
necessary for the exercise of the right to 
redeem) and of most of the debenture 
holders (who were on a London register), 
the place of any drawing by lot in the 
event of partial redemption, the meeting 
place of the debenture holders, the law 
governing authorised investments and any 
appointment of a receiver, and the place. 


where the trust instruments were framed 
and executed (except the last)—all Eng- 
lish or in England. 

On the other side were the following 
links with Australia: incorporation, con- 
trol, and business in Victoria; property in 
Australia given as security for the deben- 
tures; the scheme of re-construction as a 
result of which the company was incorpor- 
ated authorised by an Act of the Victorian 
Parliament and approved by the Victorian 
Supreme Court; a Melbourne register of 
debenture stockholders; all the ordinary 
business transacted in Australian cur- 
rency ; many of the debenture holders resi- 
dent in Australia; the amending deed of 
1939 executed by the company in Austra- 
lia; a large amount of money owing to 
secured creditors in Australia in respect of 
portion of which debentures were issued. 
Victorian company law required that the 
accounts should be kept in the monetary 
system of Australia, and this meant that 
the liability to the debenture holders was 
shown in the balance sheet in Australian 
currency. 

The majority of the High Court (Rich, 
Dixon, and McTiernan, JJ.) held that the 
obligation of the appellant company was 
to repay the debenture money in English 
currency or its equivalent at the appropri- 
ate rate of exchange in the place of pay- 
ment. Per Dixon, J., at p. 45: ‘‘it is a 
reasonably plain deduction that the parties 
.. . treated the legal and financial system 
of England as the foundation of the trans- 
action.’’ 

The minority (Latham, C.J., and Starke, 
J.) laid greater stress on the links with 
Australia. Per Starke, J., at p. 32: ‘‘the 
conclusion at which I have arrived, taking 
all these various circumstances into con- 
sideration, is that the system of law whieh 
governs the rights and obligations of the 
parties . . . is that system of law in force in 
Victoria which includes the Australian 
monetary system .. .’’ (Goldsbrough Mort 
& Co. Ltd. v. Hall (1948-1949), 78 C.L.R. 
a}. 
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POWERS OF DIRECTORS TO REJECT TRANSFERS OF SHARES 


The Articles of Association of a private 
company contained articles restricting 
transfers of shares. By article 11 a propos- 
ing transferor was required to serve a writ- 
ten notice on the company constituting the 
company his agent for the sale, the price 
to be the fair value as fixed by the trans- 
feror or, at the option of the purchaser, to 
be fixed by the auditor. Article 17 pro- 
vided that’ the executors of a deceased 
shareholder should be the only persons 
recognized as having any title to a share, 
and article 18 that the personal represen- 
tatives of a deceased shareholder could 
either become registered themselves or 
transfer shares to the same extent as the 
deceased, subject in either case to the same 
right of the directors to decline or suspend 
registration as they would have had in the 
case of a transfer by the deceased. Article 
20 provided: ‘‘It shall be in the absolute 
discretion of the directors to refuse to 
register any transfer of shares of which 
they do not approve.’’ 

The executors of a deceased shareholder 
applied to be registered as members. Of the 
two directors, one favoured granting the 
application, the other refused to do so and 
offered to purchase the shares. 


Held, House of Lords: (i) On the true™ 
construction of the articles the right of 9 
acquisition conferred on the directors arose 
only when a transfer notice had been) 
served on the company in accordance with 
article 11, and such a notice could be pre- 
sented only by a voluntary transferor. It® 
did not apply when the executors of a de- 
ceased member sought to be registered, 
Per Lord Porter : ‘‘No doubt in such a case § 
it may well be desirable for the directors 
to have control over the transfer of shares 
to outside persons, but that construction 
do@s not necessarily apply to the trans-7 
mission of shares from a holder to his per-@ 
sonal representatives and, if it is desired? 
to control such a transmission, it should 
be done in plain terms.’’ 


(ii) The directors could exercise their 
right to decline registration under articley 
20 only by passing a resolution to that 
effect. The mere failure to pass a resolu- 
tion is not a ‘‘formal active exercise of the} 


right to decline.’’ Re Hackney Pavilion 
Ltd., [1924] 1 Ch. 276, applied. (Moody v. 


W. & J. Shepherd: (Bookbinders) Ltd, 


[1949] 2 All E.R. 1044.) 


CAN AN INFANT BE MADE BANKRUPT ? 


A mother and daughter trading in part- 
nership failed to pay purchase tax. The 
Registrar made a receiving order against 
the mother, but refused to make an order 
against the daughter on the grounds of in- 
fancy. 

The Crown appealed and the Court of 
Appeal allowed the appeal. 


The Master of the Rolls stated that if amy 
infant was old enough to engage in trade 
there was no reason why he should not be 
subject to the same obligations as adults. § 
(In re a Debtor; ex p. Comrs. of Customsy 
and Excise v. The Debtor, reported in Thé 
Accountant, 28th January, 1950.) 


DIFFERENCE BETWEEN LEASE AND LICENCE 


A tenant thought of giving a sub-lease 
of the upper floor of the leased premises 
to a man wishing to use it for a store, but 
under the Landlord and Tenant Act 1948 
(Vic.) he would have been liable to lose his 
lease if he had sub-let without the consent 
of his lessor. 

He consulted his legal advisers, who pre- 
pared a document in the form of a licence. 
The licensee was granted the right to use 
the premises as a store, to enter and to re- 
move goods, was given a duplicate set of 
keys, and was charged a flat rate of £5 per 
week for ‘‘storage charges,’’ but he was not 


to have the ‘‘right of exclusive possession] 
of the said premises or any part thereoky 
and such right shall remain in the licen 


>? 


sor. 


The agreement was terminable upon sit 
months’ notice by either party. The land) 
lord contended that the agreement was iy 
substance a lease. 


Held (by Gavan Duffy, J., in Supreme 
Court of Victoria): that the substantially 
agreement between the parties constitate® 
a licence and not a lease. (Copley v. Ne 
mark, [1950] V.L.R. 17.) 
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STUDENTS’ SECTION 
Edited by 
K. C. Keown, A.C.A. (AUST.), A.M.T.C. 
THE STOCK ACCOUNT METHOD OF RECORDING FUEL CONSUMPTION 


by 
‘ JoAN TOMKINSON 


Nowadays, when modern business has be- 
come so specialised as to require the ac- 
counting system not merely to furnish a 
record of the transactions for the financial 
period, but to disclose useful information 
from thosé transactions even while they are 
in progress, the stock account method for 
controlling such items as fuel, petrol, etc., 
is undoubtedly the one to use. 

Take, for instance, the efficient 
method of recording an item like petrol, 
where the purchases are debited to a Petrol 
Account and stock is taken at the end of 
each financial period. You find the cost of 
petrol used at the end of each three, six, 
or twelve months, but what else? Precisely 
nothing. 

Now for the stock account method. 

Using a Stock Account for the petrol, 
you debit this account with your purchases, 
and then each time any quantity is issued 
a requisition is made out, debiting Petrol 
Used Account and crediting Petrol Stock 
Account. The amount of detail marked on 
the requisition is according to the special 
requirements of the business. 

Then your petrol account does become a 
Petrol Used Account. From it you ean 
read your usage in daily, weekly, monthly, 
or any selected period rests, simply by 


less 


totalling the requisitions debited for that 
period. At any time, too, you can find your 
petrol stocks, without the need of a physi- 
cal stocktaking, the balance on the Petrol 
Stock Account giving this information as 
soon as the requisitions have been posted 
to the account. 

At the end of the financial period it is 
possible, too, to verify your physical stock- 
taking, as the actual stock should equalise 
(allowing, of course, for shrinkage in a 
commodity like petrol) with the balance on 
the stock account. 

What means did you have under the first 
method of ensuring that the petrol charged 
as used was the amount actually used? 
How much was lost by stealing, shrinkage ? 
Who used it? Was it an economical usage? 
You had no answer to any of these ques- 
tions. 

Let us look at the two methods in prac- 
tice, using the same figures for each. 

To simplify the accounts, a fixed-price 
commodity, such as f&trol, has been used 
to illustrate the point. But where the price 
of a commodity varied for the purchases, 
then the issues would be made at either 
‘*First in—first out,’’ ‘‘ Last in—first out,”’ 
average, or standard cost, and the accounts 
adjusted accordingly. 


First Method: 


Petrot ACCOUNT 
Galls. £ 
800 100 
1,200 150 
2,000 250 
1,200 150 
1,600 200 


Galls. £ 


Jan. 31—By Stock on Hand 
(physical stock- 
taking) 

“ee Oe 
(for 
used 


800 100 


L. A/e. 
petrol 

during 

January ) 


6,000 750 


6,800 850 


Balance 
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Students’ Section—continued . 
The account shows that for January £750 worth of petrol, or 6,000 gallons, was 
used, and that after taking stock you have on hand 800 gallons, worth £100. No more 


information than that. 
But, under the stock account method, using the same figures, you have: 








PETROL StocK ACCOUNT 















Galls. £ Galls. £ 
Jan. 2—To ‘‘A’’ Petrol Co. 800 100 Jan. 2—By Rqns. .. .. 216 27 
9— ” ” ” ” 1,200 150 5—( Petrol Used -_ 424 53 
16—,, » ww. » 2,000 250 9— Account) .. .. 440 55 
23—,, » iM » 1,200 150 eee Si ia ee 440 55 
30—,,_ » me ,» 1,600 200 i eee 880 110 
13 
to 
Bi 2.4 av. ae 90 one &3 
31—,, Stock on Hand 
(physical stock- 
taking) .. .. 800 100 
Variance in Use 
7 A/e. ae a 160 20 








6,800 850 6,800 850 











800 100 

PretroL Usep ACCOUNT 
Galls. £ Galls. £ 

Jan.2—To Reqns. (Petrol Jan. 31—By P. & L. A/c. 5,840 730 

Stock Account) 216 27 

Tie eee ae 424 53 


31—To Balance .. 










= 








640 80 
9— oe 440 55 
12— ; 880 110 



















1,960 245 
13 to 31— .. .. .. 3,880 485 
















5,840 730 









VARIANCE IN USE oF PETROL ACCOUNT 


Galls. £ 
Jan. 31—To Petrol Stock 
Account (differ- 
ence between 
physical -stock- 
taking and book 
records) .. .. 160 20 













When we took stock under the first a way as would not be a fair charge to 
method, we assumed, because this was the delivery costs. 
amount on hand at the end of the period, But under the stock account method we 
that all the other purchases of petrol had see that requisitions only totalled £730, 
been used. We had no means of finding leaving a balance of £120 (or 960 gallons) 
out if some had been appropriated in such on the Stock Account. However, the actual 
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Students’ Section—continued 


stocktaking reveals that there are only 800 
gallons, £100, on hand, so that the Stock 
Account must be reduced to the correct 
figure by writing off £20 for the 160 miss- 
ing gallons, against a Variance in the Use 
of Petrol Account, and the Usage Account, 
as adjusted, is now on a proper basis for 
comparison with other periods. Only the 
real cost of petrol used, £730, is charged 
against delivery costs. 


REQ. DATE DRIVER 
Ni , A 
Galls. 
Issued 
2/1/50 10 
2/1/50 
2/1/50 
2/1/50 
5/1/50 
5/1/50 
5/1/50 
5/1/50 


9/1/50 
9/1/50 
9/1/50 
9/1/50 
12/1/50 
12/1/50 
12/1/50 
12/1/50 


25 


By breaking the requisition analysis into 
weekly rests it can now be seen what stocks 
of petrol are on hand at the close of any 
week. For instance, by deducting the first 
week’s requisitions, 640 gallons, from the 
purchases, 800 gallons, we know that we 
should have 160 gallons on hand at the end 
of the first week. 

At the end of the second week we find 
that the stock on hand was only 40 gallons, 
which served as a guide for the large order 
purchased on January 16. Lesser usage in 
week ended January 22 would probably in- 
ene the smaller purchase on January 


ou. 
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An investigation would be made as to 
why the discrepancy of 160 gallons had 
occurred. Technical advisers could assist 
in discovering whether the petrol had been 
lost by shrinkage or theft or some mechani- 
eal fault. 

The discrepancy could have occurred, of 
course, if a requisition had not been made 
out at the time petrol was issued, but the 
system should be so tight as to avoid such 
a thing happening. 

Taking the requisitions a step further, 
these could be analysed: 
OTHER TOTAL 
DRIVERS 


Galls. 
Issued 


DRIVER DRIVER 
B C 


Galls. Galls. 
Issued Issued 


10 


10 


840 880 


20 


and so on throughout the month. 


1,245 


1,320 


And, as this information can be found 
at any time, by deducting the total requi- 
sitions from the purchases, it can be seen 
what a useful guide this form of accounts 
serves for ordering or controlling stocks. 

As we saw, too, at the close of January 
the stock, which was physically checked at 
800 gallons, should have been 960 gallons, 
and steps for locating the discrepancy have 
already been indicated. 

It will be noted also that the requisitions 
have been analysed a step further into 
drivers’ usage, although this has no bear- 
ing on the stock position or Petrol Used 
Account. 


a 
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Students’ Section—continued stigate his enquiries. Any petrol held 
However, variances of economical use of in the tank of the vehicle should, of course, 
the petrol in the different vehicles may be be taken into account before averaging the 
determined from this extra analysis, and mileage on consumption. 
the information passed on to the mainten- The cost of running any particular 
ance staff or person responsible for the yehicle may also be determined at any time 
efficient running of the delivery fleet. by adding the petrol costs from the analy- 
Supposing the reading from the speedo- gis oj] costs if accounts are operated simi- 
meter of the lorry driven by Driver A  Jarly, to charges for registration, mainten- 
revealed 400 miles for the first week, this ance, wages, and depreciation. 
would mean an average of 20 miles to the 
gallon on the petrol consumption of 20 
gallons. Then, looking at the lorry driven 
by Driver B, we find it has covered 450 
miles, using 25 gallons, so has averaged 
18 miles to the gallon. Therefore, if the 
second lorry is a similar model to the first, 
and has been driven over similar territory, 
then either it needs some adjustment or 
there may have been a theft of petrol from 
the tank while the vehicle was on the road. the means of profit making, so that no 
It may indicate the inefficiency of the method can be overlooked which, while 
driver. But the mileage per gallon will be maintaining rigid check on the stocks you 
a start from which the engineer will in- buy, also controls their usage. 









There are endless uses for information 
extracted in this way, and the important 
point to remember is that the recording of 
these facts of usage is not merely useful 
statistical data. It also serves as a definite 
means of stock control. 










To-day, when costs of labour and 
material are spiralling rapidly, economies 
in these items are more and more becoming 














EXAMINATIONS 


I have one general observation to make with regard to the examinations. 
ments have been made on the low percentage of passes, with the suggestion that they 
have been artificially restricted. This suggestion is calculated to give a totally untrue 
impression of the actual facts. The facts are that there has been no alteration in the 
standard required for a pass in any of the examinations, and that the lower percent- 
age of passes is, without doubt, due to difficulties arising from abnormal post-war 
conditions. Whilst every sympathy is felt for those whose failure can be attributed 
to these difficulties, it must be appreciated that there can be no relaxation of stan- 
dards necessary to maintain the prestige and standing of the Association. 


—Frederick Wilson, O.B.E., President of The Association of Certified 
and Corporate Accountants, London, in Presidential Address at the 
Annual General Meeting. 
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Angus Lancaster 


Watch Your Dipsonic Index 

One thing leads to another. This is a 
story which began with Dr. Johnson’s 
Prayer on New Year’s Day, 1784, and 
ends with the Jagometer. During 1948 I 
happened to visit the Cheshire Cheese in 
London. This place has always intrigued 
me. It is alleged that Dr. Johnson fre- 
quented it, but I defy anyone to produce 
a scrap of evidence that he did so. I shall 
lay this ghost one day. During the above 
visit I noticed on the tavern wall a photo- 
graphic full-sized copy of the manuscript 
of Dr. Johnson’s Prayer, bearing the date 
“1784, Jan. 1, p.m. 11” being the first day 
of his last year on earth. This precious 
relic, which was acquired by the late 
J. Pierpont Morgan, is in the Doctor’s 
handwriting and consists of two yellowed 
pages of small note paper. The prayer 
reads: 

“) Lord God, heavenly Father, by 
whose merey I am now beginning another 
year, grant, I beseech Thee, that the time 
which thou shalt yet allow me, may be 
spent in Thy fear and to Thy glory. Give 
me such ease of body as may enable me 
to be useful, and remove from me all such 
scruples and perplexities as encumber 
and obstruct my mind, and help me so to 
pass by the direction of Thy Holy Spirit 
through the remaining part of life that I 
may be finally received to everlasting joy 
through Jesus Christ, our Lord. Amen.” 

I noticed that the document had been 
printed by my good friends the Denver 
Chemical Manufacturing Company, to 
whom I applied for a copy. Alas, it is 
dut of print, but they kindly sent me an 
old magazine, The Bloodless Phlebotomist, 
which contains a reduced-size photograph 
of the manuscript. 

_ The magazine bears no date, but from 
internal evidence it was published in the 
1920's. “Phlebotomy” is blood-letting as 
4 medical operation. The “Bloodless Phle- 
botomist” is, of course, the company’s 
world famous “Antiphlogistine,” of which 


I must “in this long disease my life” have 
used several hundredweight. The maga- 
zine is intended for the medical profes- 
sion, but is so clearly written that I en- 
joyed several of my old diseases and, by 
the time I had finished, detected the 
symptoms of several new ones. 

The choicest of the articles is entitled 
“Jagometer—New Foe of Demon Rum.” 
It is supported by a photograph of an 
unfortunate roisterer having the Jag- 
ometer applied to him and surrounded by 
five forbidding Dr. Fell’s. The article 
reads: 

“The newest foe against the drink power 
is the jagometer, which registers all de- 
grees of inebriety. Let no man slip a 
snifter into his system and think to hide 
it with cloves! The cloven hoof of Demon 
tum can be traced in a few moments by 
this device invented by a Californian 
physician. 

“The booze betrayer was the result of a 
crusade against reckless motor driving 
in the City of the Golden Gate, which has 
its traffic troubles just as do London, 
New York and Chicago. Taxi chauffeurs, 
when arrested for violations of the rules, 
often were charged with being drunk as 
well. As every doctor knows, especially 
if he has been cross-examined in courts, 
one of the hardest things to establish in 
law is, whether a man at a certain time 
was actually intoxicated, merely weary, 
or suffering from acute pedal tangleitis. 

“As soon as a driver is suspected of 
having too much alcohol in his gastric 
radiator, the police take him to a hospi- 
tal. There a doctor claps a mouth-piece 
over the accused breath, which is forced 
through a tube into the jagometer. The 
instrument determines what amount of 
oxidation has been going on in the 
innards of the suspect, and thereby gets 
the required ‘dipsonice index.’ 

“There is no limit to which the develop- 
ment of jagometers could be driven in, 
theoretically, dry America. Portable ones 
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could be trundled into cabarets and fre- 
quenters forced to submit samples of 
their respiration. If a man accused of 
violating the Volstead Act has no flask 
on his hip when ‘jugged,’ up comes the 
jagometer and makes him confess in a 
whiff. Once a prisoner is taken to a hos- 
pital for this ordeal he knows that out- 
side the door may be waiting a police- 
man, and perhaps his wife, rolling-pin 
in hand. Then there could be concealed 
jagometers in hallways which ‘Bitter 
Halves’ could examine the morning after 
their husbands come home late from the 
office, or from sitting out the night with 
a sick friend. 

“Now that science has produced so in- 
genious a detector, it is going to be very 
hard for thirsty transgressors at the bar 
of justice.” 


Why are We Called Dunces? 


Duns Scotus was one of the most 
famous scholars of the fourteenth century. 
He was a Franciscan who studied at 
Oxford and soon became professor of 
theology there. His lectures were at- 
tended by crowds of students at Oxford, 
where at the time the students exceeded 
30,000. Later, Duns Scotus went to 
Paris, where he was also a great success. 
He is well remembered for the zeal and 
ability with which he defended the im- 
maculate conception of the Virgin against 
Thomas Aquinas and his work in this 
direction was finally crowned with success, 
when, 500 years later, in 1854, the doc- 
trine was declared by papal authority to 
be a necessary doctrine of the Catholic 
faith. 

Yet the name of this great scholar, who 
defended his opinions with an acuteness 
that gained him the name of Doctor 
Subtilis, was the origin of the word 
*‘dunee.’” When, with the revival of 
learning in the last two decades of the 
fifteenth century, the followers of Duns, or 
Dunsmen, saw that the hair-splitting style 
of reasoning was going out of fashion, they 
‘‘raged,’’ Tyndal says, ‘‘in every pul- 
pit’’ against the new classic studies, so 
that the name, dunsman, gradually came 
to signify, not only one opposed to the 
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new-fashioned learning, but one slow at 
learning; hence the word ‘‘dunce,”’ a 
blockhead. 

Let the Master of Trinity complete this 
brief sketch. Writing of the year 1497, 
Trevelyan says: ‘‘Another element forma- 
tive of modern England was introduced 
by Colet, a London merchant’s son and 
later, the founder of St. Paul’s School. On 
his return from Italian groves of Academe, 
he astonished Oxford by the announce- 
ment that he would lecture on St. Paul’s 
epistles. By sheer force of genius he com- 
pelled not only the enthusiastic under- 
graduates but the disapproving Abbots 
and doctors of divinity to listen to a young 
man scarcely yet ordained priest, while 
he set aside every landmark erected by the 
scholiasts, and gave straight from the 
Greek text a realistic and humanist ex- 
position of the life and teaching of St. 
Paul. . . . The studies and learning of the 
Middle Ages crumbled like a corpse ex- 
posed to the air. Duns Scotus had once 
been in the van of intellectual advance, 
but those who were still faithful to the 
Subtle Doctor were now held in derision 
as ‘dunees’ by the rising generation at 
Oxford and Cambridge, and presently on 
every school bench in the land.’’ (A Shor- 
tened History of England, p. 194.) 


The Soft Answer (3) 


At the end of Daddy’s war two padres, 


who had been great friends in Franee,* 
were returning home to England together. | 
As they parted at Dover, the Anglican] 
padre said to the Roman Catholic padre: 
‘*We- each worship God in his own way.” 
‘*Indeed, yes,’’ was the reply, ‘‘I worship9 
God in His way; you worship Him @ 
yours.’’ . i 
The scene of Compton Mackenzies¥ 
novel Whisky Galore is laid at two tiny) 
islands on the west coast of Scotland. They 
inhabitants of one island are Catholic; they 
inhabitants of the other are Presbyteriam? 
The priest and the clergyman are 
friends .One day the clergyman said @% 
the priest: ‘‘We are both labourers in they 
same vineyard.’’ . ‘‘Yes,’’ was the replys 
‘‘but we planted the vines.’’ 2 
[I find that a ‘‘friend’’ has ‘‘borrowed™ 
my copy of Whisky Galore, so I am quale 
ing from memory. ] ; 








